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CHAPTER I 
INTRODVCTION 
Background 
on 1 August 1°64 the Governor General, representing the Queen, gave 
Royal Assent to a defense bill submitted by the Government of Prime Minister 
Lester &. Pearson. This bill, which ended months of tumultuous parliamentary de- 
bate, nearly brought the Cenadian government to a halt in the conduct of other 
official and important affairs of state. [t also revolutionized the concept of 
the traditional defense establishments so well understood and utilized by most 
of the nations of the world.! This new concept was ‘integration, or the 
combining of the three services, the Canadian Army, the Royal Canadian Navy, 
and the Royal Canadian Air Force inte a single service, the Canadian Arued 
Forces. 
Minister of National Defence in 1964, the Honourable Paul He .lyer 
stated 
oe « « We, as the laboratory of the worldewide defence reorganizae- 
tion, can either edvance or xetard the inevitable move of other 
nations in this direction. It is a heavy responsibility and we 


mean to discharge it with as many thorough, all-embracing thought- 
processes 4s we can muster. 


not 


The reasons for introducing this radical departure from the trae 
ditional service concepts were detailed in Mr. Hellyex's White Paper on 


Defence. The first reason was purely economic. The costs of defense were 
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lnonaid Creighton, Canadats First Century 1867-1967 (Toronto: 
Macmillan of Canada, 1970), p. 545. 


ee B. McLin, Canaca'ts Changing sbefence volicy 1° 1957-1963 The 
PEoblegs of a Miodle Fover an Alifanc Ince (Baltimore; The John ohn Honkins ress, 


1967), pe 199. 
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sFOW NY, ate y aS industrial prices increased and there were other budpet 
demands in Cenada, mainly welfare and health expenditures, requiring the use of 
alresdy restricted funds. Thus, in order to rebuild the seriously ocutemaded 
defense structure with a politically imposed frozen defense budget, necessary 
cutbacks were needed in ths operaticns and maintenance and equipment fields. 
Mr. Heliyer was determined to increase defense procurement to 25% of available 
funding, an increase of 15% over the previous year, 1963-1964, + He hoped to 
gave $100 millicn annually and to eliminate 10,000 sopees 

A sesond major reason for considering integration and unification 
was the need to cevelop mere defense industry in Canada to enable the industry 
to produce military equipment more quickly and eecn romically.? Mr. Hellyer 
noted Chak once the new roles fer Canadian defense were established, it sust 
be “equipped with the best possible thardware! regardless of che country of 
OTiginecccss but here capabilities are approximately equal, we certainly would 


e od, ¢ £ =] 
favour Canadian production.'’* Consequently, various inducements were €) be 


offered to Canadian industry to gain thelr support for this policy of ree 


3 
emphasizing the importance of competitiveness by employing Longerange planning 
that would permit more effective Canadian competition. 3 

A third consideration for the development of a unified armed forces 


hd 


wes spelled out in considerable detail in The Koval Commission on Government 
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Iarmod Fo: Forces Managements, Ve Xy No. 9G, June 1964, p. 53. 
ecanada, House of Commons, Debates, 17 February 1964, p. 1417. ~ 


SueLin, Canadsts Changing Defence Policy, p. 197. 





4-aul He ellyer, “What che White Peper Means to the Air Industry," 
Department of National Defence Publication (Qu¢ents Printer, 1966), p. 1. 


3MCLin, Canade's Chancing Defence Policy, p. 197. 








3 
Orsanization, or the Glassco Commission. The Glassco Commission noted that 
there were serious weaknesses in the Department of National Defcnce, particue- 
larly in the area of financial management .* The Commission also noted that 
intezration might "correct recognizable defects of previous policies and or- 
a 

; Ae 3 se- 
ganizations. 

Even a more important factor in the re-evaluation of the armed 
forces was a new philosophy on defense that was developed under Prime hiinister 
Pearson's direction. Hr. Heliyer, fore the House of Commons, stated that 

e « « Canada can make its greatest contributions to collective 

defence and world order by developing wellecquipped, flexible conven-~ 

Cional forces and providing the strategic mobility,te move them 

quickly to meet emergencies anywhere in the world. 
To undertake this review of Canada's defense structure, it was necessary for the 
gevernnent to analyze and reedefine the role of Canadian foreign policy struce 
ture. This study was undertaken and the Pearson Cabinet decided to progress 
with the initial phases of the defense ccncept of integration. 

While these were the stated, cfficial reasons of the Pearson 
Government to introduce the concepts of integration and unification into the 
defense structure, there were many subtle factcrs that appeared to have had a 
preater influence on the decision-making process to determine whether or not 
to proceed. The first point, while intangible, was pride. Canadians had 


been cependent during its entire history on either the United Kingdom or the 


United States for mutual defense of its borders and its integrity as a nation. 
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13. Grant Glassco, F. Eugene Therrier, and Watson Sellar, The 
oval Commission on Government Organization - I= Uttawas er aiat 
Royal C G tC OE gation, Ve Il#IV (Uttawa: Queen's Printer, 


1962). 





4Ibid., p. 69. 
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HeLin, Canada's Chansine Defence Folicy, p. 195. 


“canada, House of Commons, Debates, 21 February 1966, p. 1562. 
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As Canada approached its first 100 years of confederation in 1067, } it was 


fy 


understosd Chat it was Cime te rethink these relaticnships. This was alse 
dene by the Pearsen Government with the determination of insking the forces no 


a 


ed part of an internationsl force but instead a “balanced, 


pas 
ms 


lenger a special 
autenemeous force. 4 

In addition te the pride factor, there is another that is elso ine 
tangible. That facter is Mr. Hellyer himself. When he moved from an obscure 
backebench party seat in the Heuge cf Commons te the pesitisn of Hinister of 
Netienal Defence, he eppreached the jeb with his custemary and welleknown 
religious zeal. 2 He cerrectly evaluated the situaticen that if the armed forces 
were to areehsy. they must have more money. However, there was no additional 
funding avaitable. Faced with this situation, lir. Hellyer undertook a study 
ef the defenze structure in hie White Paper en Defence and the result was Che 
unique cencept ef integration first, unification second. With the becking ef 
the Cabinet, Mr. Hellyer tabled his program before the Heuse of Commons and the 


battle began cn a new philesophy and structure cf defense in Canada.” 


scope cf the Thesis and Research Quasticens 
Cg eS PATE REY SAPS Cn SR at Ora CE OE Re OS POA ES TIAL CFOS OCR. OD PR TS A 
While the entire study cf the history of integration and unification 


is worthy cf exemination, it would be difficult in a thesis of this Length to 
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Creighton, Cenadats First Century, pe 10. 


MeLin, Canada's Chanzine Defence Pelicy, p. 196. is 
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Peter C. Neuinan, Canada and the 


AlireeaA. Kitopf, £969).65 p. 205. 


Coning cf Pierre Trudeau, (New York: 





“Canada, Departient of National Defence, White Paper on Defence, 
(Ottawa: Queen's Printer, March 1964), p. 19. 


Canada, House of Commons, Debates, 21 February 1966, p. 1562. 





is) 
cover adequately more than one specific area within the Department of National 
Defence. Therefore, the scope of the thesis will be the area of budgeting in 
the defense structure. The main research question to be addressed is whether 
or not integration and unification have improved the Department of National 
Defence budget organizational concepts and the development and submission 
procedures for the cefense bucret. A number of related subsidiary matters 
Will a@iso be examined. The development of the concept of integration and 
unification will be briefly reviewed in order to establish the necessary backe 
ground and foundation for an examination of the budget development and sub- 
mission process. Secondly, tie Canadian budget development and submission 
process used by Defence prior to integration and unification will be surveyed 
in order to evaluate the changes wrought by the Glassco Commission and the 
inplementation of the new concept of inte sration and unification. Thirdly, 
the concepts of the unified budget organizational structure and the defense 
budget development and submission process as originally conceived under 
intceration will be evaluated. Emphasis ‘vill be placed on the role of Plannings- 
Programniing-budseting Systems under the new concept. ! As unification and 


integration have progressed, any changes that resulted from the new concept 


actually in operation with that of the original concept will be compared. 
Definitions 


There are in Canada differences in the definitions of terms, in the 
spelling of many words, and in the political system structure. ‘fIntegraticn' 
is one of the more commonly used words in the thesis and signifies the amalga- 


mation of related and somewhat overlapping functions and activities into a single 





=. we 





Caer’ Aer Se oa 

















I Telephone Interview with tir. KR. F. Lindsay, Staff, Director General 
s Office of the Comptrolier-General, Canadian Fore es headquaeters, OCtawa, 
Canada, 8 February 1971. 
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organizational unit. After the first step of integration was undertaken by the 
Department of Kational Defence, the concept of funification'! was pursued. Under 
that program, tne identity of the three existing services was eliminated and 
the three services, minus their duplicated functions, were formed into what has 
become known es the Canadian Armed Forces. This is composed of three environ« 
ments, land, air, and sea, under a single headquarters staff management of both 
civilian and military authorities. The Chief of Defence Staff coccuvies the 
hichest military position in the Canadian Armed Forces and the Ninister of 
hational Defence, a member of the Cabinet as well as a member of the House of 
Commons, occupies the senior civilian position. These are similar to the 
‘nited States Chairman of the Joint Chiefs of Staff and Secretary of Nefense. 

Thirouchcut the thesis, Canadian spelling is used in direct quota- 
tions and whan it is found in a permanent title. For example, the word 
‘defence’ is used when referring fo the Canadian system. 


1e Canadian foria of government is parliamentary, modeled on the 


=) 


British syst am, with the Queen of the United Kingdom as Head of State when she 


is in Canada, or the Governer General when she is not.! The Canadian Yrarlia-« 


48) 
O. 


ment is compos of two houses. One is the House of Commons, whose represenfa- 


tives are universally elected on a party basis, the majority party forming the 


fod 


government and ecting one of its members to be the Prime Minister. The 


if 


& 
upper house is the Senate to which members are appointed for Life and in 

recent years it has assumed even less responsibility and power than the British 
we. fad Z 4 e mp oa e (ie « ve 
House of Lords. Consequently, the Cabinet, composed of the rrime Ninister 


and his department ministers, such as the Minister of National Defence, is 
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Clorento: University of Toronto rrcess, 1962), ». 9S. 








2 
in effect the Government. ! Thus, all decisions affecting the country are 
first appreved by the Cabinet before they are presented to the House of 


Cemmons for formal approval. 


Objectives of Thesis 

The objective of the thesis will be to determine what are the 
Significent advantages and gains realised from the introduction of the concept 
of integration and unification in a military system. In addition, this study 
shouleé be viewed with the possibility of application of certain areas to the 
United States Department of Defense as it faces similar budeet reductions 
because of other demands cen the available funds. Further examination of 
certain phases of integration to elininate duplicated functions, particularly 
in the budget development area, may lead o a better understanding of what is 
necessary to reduce the overall expenditures of the Department of Defense. 

While the Canadian experience is a protetype, it deserves serious 
consideration, for it is evident that whi.e they have encountered a vast nume 
ber of problems, they have achieved significant results in the areas of cost 
reduction and elimination of heavily staffed and duplicated commands and their 
structurese It was a difficult political decision for the Government of Prime 
Minister Lester Pearson to undertake, regardless of the ecenomic realities 
Observable. The Canadian members of Parliment found it difficult to accept the 
Closure of the many defense establishments and have been fighting these 
Closures in the manner so familiar to these members of the United States 
Congress. While the elimination of the three distinct services was a piow to 


the traditioneninded,- it secns to have met less resistence than would have 








lolassco, Roya ssion, pe 127. 
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been expected, for in the eyes of the politicans, the loss of the distinct 
services with their related uniforns did little to the political structure with- 
in their own local political power bases. However, when a base closure was proe- 
posed, that singuier fact had more effect on then. 

But after nearly three years of a unified armed forces, there 
seems to be little, if any, opposicion Co a continuation of the original plan. 
The release of a new White Paper on defense in May or June 1971 will detail 
the future of the unification of the armed forces. 

Methocolory 

This thesis will be developed from materials available from 
military and civilian library sources in the Washington area as well as from 
documents garhered from personal research in Ottawa and Mentreal. Additional 
sources ef informaticn were made avaliable at the Canadian Embassy library and 
at the office of the Washington Canadian Defence Liaison Staff. Field trips to 
militery estiblishments, including Canacian Defence Headquarters, resulted in 
an accumulation of material from direct personal interviews or through 
correspondance and telephone conversations with members of the Canadian milie- 


Cary establishment. 


sunmary 
While the scope of the thesis is restricted, the field of defense 
ana eny new approaches to reductions in defense spencing warrant further 


examination. The Canadian situation, as Mr. Hellyer stated, is being closely 


observed by other nations. Pecause cost reductions in the defense structure in 
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lone Montreal Gazette, Tuesday, 13 April 1971, p. 7. 








9 
most countries would be welcomed as long as the original missions of e defense 
establishment were not jeopardized. Optimism was expressed by then Frime Mine 
ister Pearscn, whe 

seldom defended very strenuously the policies of his own 

government, on the CECeTV progran "Tventy Million Questions" on 
6 October 1966, when hest Charles Lynch asked the Prime Minister: 
Ave you sure that what youfre eoing to get et the other end of 
the armed services unification program e at the business end of 
it - will be effectiveT Mr. Pearson calmly relpieds "Well, if 
it®’s net effective, then the policy will have failed,tl 

FRowever, the Canadians have Logically, and certainly radically, 
approeched this subject and the resuits, while still uncertain, are revolue 
ticnary in concept and impact, and all, on the whole, are positive in va 
This pesi¢iveness deserves further consideration on the part of other governe 
ments, for titradition is fine ae lone as nothing better is developed to ree 
place it. It seems clear that the Cenadians have found a new concept thst can 
easily and effectively replace these traditional military concepts without 
totally deuazging their individual defense posture. 

Caapter II will deal with the historical perspective of integration 
ané unification and will establish the background necessary for examination of 
the eefense budget process in the Canadian government. 

Chapter IJI will survey the development of the financial structure 
of the Canadian Government unéer which the Department cf National Defence 
operates. 

Chapter IV will examine the effect unification and the Glassco 
Commission had on the Defence budget organization an€é the budget process arid 
Will compare the original budget concepts with changes recognized from 


operational experience. 
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CHAPTER II 


DEVELUPMENT OF THE INTEGRATION 


AND UNIFICATION CONCEPT 


Background 

The objectives of integration, leading to Untfircacion. of ‘the 
Canadian armed ferees were stated by the Minister of National Defene @, raul M. 
Hellyer, in his 1964 White Paper on Defence. These included the economic benee 
fits to be gained from the elimination of duplicated commands end functions, 
the stimulation of the Canadian defense industry, the improvement of the 
financial management techniques within Defence, the decision to separate the 
Canaciasn defense posture from United State: end British ingluence, and the 
development of national pride. However, if was the 1953 Royal Comaiesion on 
Government Oreanization that previded the impetus for Me. Hellycr?s concene 
Crated efforts to develop and to implement integration and unificetion into the 
armed forces structure. 

In tne Giassco Commission report it was stated that "the sionificance 
of the distinctive operating environments is declining rapidly with the develope 
ment of defence technology" and “it is increasingly recognized that to maintain 
three separate organizations for such functions ig uneconomic"! Thus, regarde 
less of whether oz not a case could be made for unification in the long run, the 


Glassco Commission found thee “there are Strovg reasons for seeking greater 


fee 


« ta a 2 CTs 2 
neegration of those functions common te the three services," Lhroughout the 








loia ASSCO, hoyal Comnictsion, Ve I, pp. 6869 
2thid., pe 69. 
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Commission Report are continual references to the economies and efficiencies 
that might be realized. For example, in defining the principel tasks of the 
Department of National Defence, tho Glassco Commission stated that after the 
primary task of “implementing the defence plans of the Government of Cenada" 
other areas must be considered, including “costs and the impact of defence 
expenditures on the domestic economy and the balance of international payments.) 
This tea Mr. Hellyer in his White Paper on Defence to repeat the significance 
of cost effectiveness in the Department when he wrote that "the minimum ree 
quirements of defence of Canada must be achieved as economically as possible."2 

Unification which followed integration was one of the significant 
achievements of a remarkably long legislative record of then Prime Ninister 


Lester I. Péersone” It was John BDiefenbaker as Prime Minister in 1960 who 


suggested the formation of The Royal Commissica on Government Orranizaticn. 





Once the Cesvrission subszitted its recommendations, Mr. Pearson directed his 
Cabinet to praoceca with a thoreugh examination of the Report and to respond to 
the recommensations. It was Mr. Pesrson who provided the free atmosphere in 
which Mr, Hellyer could pursue his interests in improving the defense ecstabe 
lishment. 

To achieve economies Mr. Hellyer indicated that there would have to 


be an analysis of the entire defense policy of the Government. He recemmended 


to the Prine Minister that on immediate savings would be recognized with the 





lipids, p. 65. 

“Richard H. Leach, ed., Contennorary Cenada (Durhan, North 
Carolina: Duke University Press for tha Duke University Commonwealth Studies 
Center, 1967), pp. 259-260. 


3Neuman, The Conming of fierre Trudeau, p. 45. 








Be 
withdrawal of some troops from the NATO defense establishment. But before 
taking this iniCiative with the Government, Mr. Hellyer, with a preliminary 
understanding of the Glasscoe Commmission recommendaticns, undertook advance 
contacts with other governments. In a series of talks with British Defence 
Minister Denis Healey and Lerd Louis Mountbatten, Mr. Hellyer found a recep- 
tive eudience for his proposed cutbacks. ! This insight to the acceptability 
of his future overell proposal to the Government strengthened Mr. Hellyer's 
eeteruination to begin a serious study of the impact of interraticn and uni- 
fication on the Department of Netional Defence. Ha noted that if the forces 
overseas were reduced, there would be a “savings of 5000 personnel at an 


So 


annual savings of $45 million. 


Previous Attempts at Interration and Unification 


fa Te OES 


Wanile The Royal Comnission on Government Organization provided the 


foundation on which the White Peper on Defence was developed, there were 
instances in Canedian militery history of attempts to restructure the defense 
establishment. A mafzority of these considerations to integrate various 
commands within the three services were developed because of the increased 
cost of maintaining duplicated functicns and facilitics. The Canadian military 
establishnent achieved its awn force structure follewing World War I when 
Canadian services were established from units which hed been a part of the 
overall United Kingdom sarvice force.” The years leading up to World war II 


were spent in developing and organizing these distinct services into truly 


Canadian units based upon inherited British traditions. At that Cime there was 
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little pressure from the general public te consider the effects of costs. 
ecause of existing protective joint agreements with the United Kingdom and 
the United States, the armed forces were maintained at a low manpower ane 
equipment level. Aside from the pressures within Quebec Province during 
World War Il, thare was no need for the government to consider costs during 
the War. Hovever, once the Kar had eneded, there was a recognizable need for 
the funds spent on a large defense establishment to be directed into cther 
areas of social concern. Thus defense expenditures began to fall as the nation 
returned €o its traditicnal peacetime expenditure levels. However, the crisis 
in Korea supplemented by Canada's expanding role and cemmitments on the 
international scene resulted in a defense effort of ineressing magnitude ree 
versing the 3cwnwerd trend in postewar spending. Expenditures that had bean 
reduced to $385 million in 1950 responded to increased defense activity and 
rose to $1652 million im 1962. Manpower increased to 126.5 thousand in 1952 
fron 47.2 thousand in 1950. The $1652 million represented 25% of the tctal 
federal experditures, but defense activities in terms of employment, equipment, 
ané tha operaticnal cests accounted fer even larger proportions of the federal 
government's operations. Following Kerea, there was a srowing restriction 
en funds. Tha gevernment had to consider other methods of providing the same 
defense capabilities within a smaller structure while maintaining the ability 


: : : Zz 
fcr rapid build-up of the services should the need arise. 


gy 


The joint effort by the United States and Canada was costly to 
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lGlassco, Roval Commission, p. 62. 
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Leach, Contenporery Cenata, pp. 2376259, 








Canada as well as an incursion on Canadian soil and sovereignty. Thus, the 


first step was to be a redirection of the role of defense for Canada. Defence 


th of 


finister Hellyer stated the views of the Canadian governments since the end of 
World War {I when he stated 


« « e the objectives of Canadian defence policy, which cannot 
be distinguished from foreign policy, are tc preserve the peace 
by supporting collective defence measures to deter military aggressions; 
Co support Canadian foreign policy including that arising out of our 
participation in international organizations; and to provide for the 
protection and. surveiilance of our territory, our air space, and our 
costal waters. 


The second stenv was to undertake some reorganization measures to 
reduce the force structure and related defense expenditures. World War II 
brought a new approach to defense policy planning and several attempts at 
integration of certain areas of the defense structure. However, these early 
attempts to restructure various clements of the services were often made 
"from the bottom and worked upwards 4 They were not successful. In the late 
1950's the medical and chaplain services were unified, but these changes were 


t 


not as far reaching as had been expected, for the Surgeon-General reported to, 


e 


as well as received direction from, che heads of the three services. This 


did not permit ease in policy volanning and created more inefficiencies than 
positive improvements. An unsuccessful attempt was made to create an integrated 


teletype relay system for the three services .4 
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Another reorganization achievement following World War II was the 
coordination at the top of the chain of command. The three separate service 
e 2 } g e fe 2 : 1 . 
ministers were replaced by the Minister of National Defence. At the same time 
@ separate military Chairman of the Chiefs of Staff Committce was appointed; 
however, he was not given the authority to resolve differences among the sere 


vice chiefs.” Tne Royal Commission on Government Creanization noted this de- 


feta 


ficiency in its final repert when it recommended that additional powers of 
coordination be vested in the Chairman of the Chiefs of Staff Commuceeen 

This point was further emphasized in the White Paper on Defe: in which it was 
Stated that "this solution does not adequately resolve the basic issues. If a 


Single command structure is not established, coordination by the committee 


system will remain with all of its inevitable delays and frustrations." 


The GlLassco Recommendations and the the pe! partment. of ational Defence 


< iT meal taco va one ggpans sc a Rete amet esmaecon ple cast 


with the history of early attempts at integration as background, the 
Minister of National Defence began his serious re-examination of the defense 
structure and policy based upon the recommendations of the Glassco Commission. 
The Commission report mede three recommendations, all directed toward improved 
financial management within the Department. The first was for better coordina-~ 
tion of the activities common to the three services. The second was for more 


effective application of military and civilian manpower. The third was the need 
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Ey 
to achieve greater economies within the defense budect:, } 


Previous governments had noted there were areas for improvement in 


since the armed forces, while emall in sige, had established a neticnal repue 
tation fer excellent service abroad and internally and therefore the Forces 
7er@ & source OF pride to the nation. But many governmert officials recognized 
the need to “correct recognizable defects of previous policies and organizes 
tiens.@ Previous documentation supported the findings of the Glassco Ceommise 
Sion concerning the Chairman of the Chiefs of Staff Committee. Its weakness 
lay in Che fact that each of the three members was provided with en effective 
veto against decisions of that committee. This assured that each of the service 
Chiefs of Staff had had direct access te the Minister of Nattonal Defence who 
Was not adequately equipped or staffed to always cccordinate initiatives coming 


~ 


from all directions. Attacking thie form of military organization, the Jlasse 


o 


Commission stated that the “effectiveness of the Staff Committee as an execue 
tive authority is, te a large extent, dependent on che personal qualitias of 
2ts members, each of whom has a virtval power of veto in its diliberations.'? 
Under that established precedure, the Chiefs of Staff met each week and fron 
time to time collectively with the minister, who would resolve problem areas 
when he met with them. Hewever, the continueus conflict within the Cennittee 
had seric extect on the development and implementation of the government's 
military policies. 


Thus, Che recommendation for improved coerdination most 


bac aee 
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responsibie for the Hellyer move toward unification was that there be "con- 
solidation under a single executive independent of the three Chiefs of Staff 
of authority and responsibility, reporting directly to the Ninister of National 


Defence. 


The functions of the ComptrollereGeneral of Inspection Services and 
the Judge Advocate General had been previously integrated and both positions 
reported to the Deputy Minister of National Defence.” The success of this 
move was impetus to vursue further the concept of consolidation. however, the 
three services believed that this would cause the creation of a “fourth service 


concept" and were against such a proposal. 


Hr. Hellyer expanded the Glassco Commission recommendations to 


re 


re de structure. A single Chief of Defence Staff, as 


Je 
D 


include the ent "Ens 


recommended by the Commission report, would be responsible for both control 
and adninsitration of the Canadian armed forces. The Glassco Commission 
specifically stated that 

1. Provision be made for the exercise by the Chairman, Chicfs 
of Staff Committee, of the ministerial power of direction over the 
armed forces, within such limits as the Minister of National Defence 
May detine. 

2. The Chairman, Chiefs of Staff Committee, be given the 
centrol and administration of such elements common to two or more 
services as the Minister may designate. 

3, In recognition of the change of status implicit in these 
proposals, the title of the Chairman, Chiefs of Staff Committee, be 
Altered to Chief of Defence Stair.” 


In the manpower area, the Glassco Commission recognized that the 


armed forces were responsible for directing and regulating the manning, 
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training, arming, supplying, end accommodating of the armed forces and 
providing health and welfare services. It went on to report that "in some of 
these matters the paramount consideration is the mission; in others each of 
the three services will experience needs which are common to its various 
missions . . . and distinguished from those of the others" and that "the 
task of support will be common to all elements of the armed forces. tt! 
The Glassco Commission reported that 
© « e the rigidities in the defence establishment also have 
important budgetary effects. Given the relatively inflexible come 
mitments of the defence forces, any Significant curtailment of 
expenditure plans is likely to bear unevenly on the various elements 
of the defence bucdret. Costs of military personnel and of operations 
and maintenance are relatively uncontrollable; thus, any curtailment 
tends to fali on the more controllable items, especially equipment 
purchases. 
Thus, in the progress toward a more efficient and stronger defense struzture, 
the rigid structure of the high command was having a neticeable adverse 
effect on the economics of defense. The Glassco Commission continued this 
argument further by steting that any "significant reductions in the strength 
of the armed forces cr reallocations of resources for defence purposes can be 
made only by changing Canadian commitments within the collective defence 


systems." 


In its careful analysis of the defense structure and its policies, 
The Royal Commission on Government Oreanization noted the weak areas in which 


improvement and change would produce a more effective and efficient establishe 


faent. Through its report and final recommendations, the Commission stressed 
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coordination of defense management, manpower effectiveness, and economy of the 
defense dollar. The werds 'integrationt and tunificationt were used throughout 
the report. However, the Commission noted the difficulties of implementing 
more than integration of a limited nature. When the Government of Prime Minise 
ter Pearson eccepted the final report, there wae little thought at the time 
Chat it would provide the stimulus for the new Minister of Naticnal Defence to 
pursue &2 course of action Chat would radically change the defense structurc. 
All of the recommendations made by the Glassco Commission were, in the long 
rum, ricre Chan adequately responded to and acted upan by the Government and 


the Department of National Defence. 


es 


Mr. Hellyer and His White Paper on Defence 


Nr. Heilyer's White Paper on Defence began imnocently with the 


followings 


aM 
=k 
1D 


Ss d the problem, the Reyal Commission recommended the 

eradual ° pans fee of tha executive control of common requir enents 
SO the Chairman, Chiefs of Staff Committee. In the apinion of the 

mt, Chis solution dees net adequately resolve the bssic 
With Chis benign beginning to his now famous document, Mr. Hellyer continued 
that Canada head to realign its defense thinking, both internally and interneticne- 
aily. Ne desired a smaller force with better equipment and greater flexibility 
SO thae they could be moved "quickly to meet emergencies anywhere in the 


world "2 AS in eli military establishments, Mr. Hellver WSS concerned with. che 
¥ " y 


Wastes and faulty procurement procedures. 


2 & Whi ee re GEE Cn Ys TET CE pe 18. 
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. Then Mer. Hellyer introduced his sweeping concept of integration and 
unification Co the Governnent end to the Canadian people when he stated chat 

Folilewing the most careful and thoughtful consideration, 

the government nas deciced that there is only one adeauate solue 

Cion. It is the integration of the Armed Forces of Canads under 

@ cingle Chief ef Defence Staff and a single Defence Staff. This 

Will be the first step toward a single unified feree for Canada. 

The intesrated con€rol of all aspects of planning and operations 

Should rot cnly rmerevida a more effective and ceordinsate. defence 

posture but shcsuld alse result in considerable savings. 
This paragraph caused the Government of Canada to come to a virtual halt as 
the members of alk parties reacted to the stunning announcement of the Governe 
ment. The press began ifs attack. The public besan forming sides in what was 
to beceme a Six month battie. Mr. Hellyer led that battle; he led it well and 
effectively and in the end was successful. 

The man, Paul M. Hellyer, is an important element in the study, for 
it was his personality and effort that ensured that integration and univicatien 
became e@ reality, regardless of the public, governmontal, or military pressures 
exerted on him fo the centrary. Mr. Hellyer's wititary background reveals that 
he never reached a non-commissioned officer renk although he served in tro 


wars in the Royal Canadien Air Force and the Canadian Army. Studies have 


show him to be a frustrated military man, anxious for the opportunity to 
z 


4 


echieve Some cf the previously missea@ success in the militery field. 
He was a "difficult men to iknow. He refused to practice “the hearty arts of 


phony comaraderie and gave all of those who came in brief contact with hin an 


ed 
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Sinterview with Captain Kenneth Hickford, Comptroller, Washington 
Canadian Defence Liaison Staff, 8 February 1971. 








ce 
fmpressicon of stenceoffish pomposity. But beneath an tmpertureble surface, he 
was both personable end impassioned. 't! Much of his impassioned attitude is 
ssid to have developed along with his religious geal.” 

When he moved from a party backebench seat to a Cabinet post, he 
tock “absolute charse when he was moved into the Defence Department activity. 
According to one disillusioned Admiral, he was "Like some bush-eleague 
MeNamera.""4 

With his persenality so difficult to understand and despite his 
personable but subdued private characteristics, Mr. Yellyer'’s tactics, and 
more particularly his brusque methods, met “with understandable resistance 
from the members and ex-members of Canzda's proud armed Boteicse a What 
cauged much of the conflict with the public and members of Parliament was that 
"he foisted the system of interration end unification on a mature society" 
not actually prepared to accept such a radical departure in the defense 
Structure in view of the potential gains to be achtoved.® The public 
questioned whether the project could be successfully completed without great 
expense or without jeopardiz ng the existing defensa posture. 

Mr. Hollyer and his behindethe-scenes developer of the concept of 


intesration and unification, a former public relations officer, “Colonel 
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William Lee of the Royal Canadian Air Yorce,” continued to develop his pro- 


gram. He besan to act with a messiantic z4al, trying to accomplish a life's 


nd 


mission regardicas of the adverse reaction. 


Reactions to Intepration and Unitication 


Reactions to Mr. Hellyer's White Paver _on Defence began immediately 





efter it ves tabled hefore Parliament. Former Prime Minister John Diefenbaker, 
who had created the 1960 Rowe] Commissicn on Govermment Oreanization, attacked 


the bill from its inception.- Cthers felt Mr. Hdellyer had failed to learn the 


lessons of histery that a nation cannot have a viable single force structure. 
Others reported that Mr. Hellyer was “upset because he had to lean against the 
defence structure of the United States and the United Kingdom" and that he 
preferred to establish Canadats own ability to defend itself. bven Prime 
Minister Pearson teck some humorous swipes at the unification bill. In 1966, 
two years after the intreduction of the bill, at an Albany Club speech in 
Toronto he said that “the Feerson government weuld face a great Lawsuit bee 
Cause the new green unified armed services dress was modeled on outfits worn 
by Coca-Cola Company truck drivers." 

Favorable reaction in concurrence with the gcais of integration 
came from the Chiers of the three services who viewed the concept as an experieg 
ment “in defence organization which ether countries might, with profit, pro- 
note." Nine of Canada's allies, including the United States, established 


; 5 7 
study groups to evaluate and appraise the concept's relavance. The Canadian 


povernmnent heped chat “tne distinctive experiment in defence organization 
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could give a sienificance to its alliance contribution which its diminishing 
raLative strensth wags teking avay tt! 4, spokesman from the Department of 
Defense in the United States stated Chat any form of standardization in an 
organization is an excellent concept."4 

witile there were pros and cons to the concept, all were sensibly 
expressed both within the government and from the general public. Hewever, one 
of the major disputes arising from the integration and unification program came 
from within the Department of National Defence frem the Royal Canadian Navy. 
"Canada's naval forces were responsible for tha fact that the only significant 
oppositien te the government's plans for integration occurred in Che Navy t3 
In July 1966 the Commander and the Deputy Commander of the Maritime Command 
“tieit! office to protest what they regarded as oxcesses in the movement toe 
ward a unified national defence foree.'4 Members of the other services were 
equsily expressive, althcugh the senior officers, having learned from the 
government's reaction to the Kavy's outburts, on the whole remained silent. 
Sone reperted that the move toward integration was nothing more than an "exe 
ercise in semantics" or that "only the names of the existing organizations 
have been changed! 
One writer in a balanced statement on the conflict that was 


raging throushout the ccuntry reported that 


ar ee. 








Le to Da Gs 

Y4 £ * e & 

MeLin, Canada's Changing Defence Policy, pe. 199. 
3tbid., pp. 203-204. 

“Torcnto Globe and Mail, 22 July 1966, p. 2. 


SHickord interview, 8 Februery 1971. 





eo 
> » Opinion is split both within the covernment and 
intellectual community. Some feel the — forces are 
being cut too severly, far belov levels crudent for oo 
security. Others believe Canedsn should ¢e ali militar 


ever 
alliances. Among Cenadian rank and file, the reaction tie 
to be tetal indifference. 


e 
rm 
Regardiess of criticisms mounted against the inteeration and 
enification bill, the dehate becan.¢ The Minister of National Defence, in 
his argument in favor of unification as well as the development of the 
country’s own ability tc maintain its defense structure, stated that “it dces 
increase our costs, but, at the same Cime. . .we are able to introduce 
Canadian concepts, improvements, and adopt Canadian equipment, which has an 
individual application as well." After months of tumultuous dabate, the 


bili was enacted end integration at the top m cement Level was effected on 


1 July 1964.4 With the bill a law, if was predicted that “it may take a 


Eifects G of of Int teera'iion 1 an Uni {ication 


¢ 


Parliament passed the integration and unification bill and it had to 
be implemented. In order to effect successful change, there are a number of 
umiiateral managerial techniques that may be employed. First is to change by 


decree. The second is by replacement of personnel. The third is through 
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structural chance.! 


Certain aspects of all of these phases were employed by 
Mire Helilyer in his implementation program. The change by decree came with 
parliamentary approval of the radical bill. With the change of service concept 
approved, Nr. Hellyer began replacing tnese individuals with whom he felt he 
could not work or whom he did not trust in promoting the program. The Royal 
Canadian Navy critically suffered, for Mr. Hellyer found that a majority of 

the admirals were against the program. He consequently suggested they resign. 
Individuals acceptable to Mr. Heliyer filled the vacancies. In a similar manner 
Mr. Hellyer's organization began to change as the personnel were changed. As 
Greiner wrote, ". . . revolutionary attempts are now being made to transform 
organizations rapidly by altering the behavior and attitudes of line and staff 
personnel at all levels of seaeenente This was the course of action that 
lir. Hellyer was employing with the Defence establishment. 


-“ 


nitial course cf interration and unification, Mr. 


pe 
2 


Throughout the 
nellyer personeliy undertock most cf the actien. However, other Greiner 
management techniques of pressure and arousal in "which the power structure 
e 1’ * 3 4 2 * ~2 
is shaken at its very foundation” were employed. This unification bill pro- 
vided an excellent study of the management techniques to be used to effect a 
rapid and successful organizational change of major proportions. The 
machinations of fir. Hellyer illustrate that a successful manager must employ 


ell of the techniques available at the right time to ensure that change 


is effective. 
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Mr. Hellyer had the management tools as well as Che power to ime 


plement them. Some of the basic proposed changes to the militery establishment 


a 


were originally outlined in the Glassco Commission report. The report ected as 


the bssic blueprint for the White Paper on Defence, the eventual pian for ime 


plementing unificetion. 
The Royal Commission on Government Orgenization stated that "the 
first and most Limited errangements involve the assignment of responsibility 


for 2a particular service, on a local basis, to the major user in the locality" 


and that such ea step would "yield significant sains in efficiency and 


$i 


4 
econcny.'"4 fhe second step “involves a general assignment of responsibility 


to a single service, which may or may not be the major user, * In discussing 


oS 


this approach further, the Commission went on to report that “the integ:ration 


a'* 


or consolidation of common functions can be attempted in three different weys, 


y-ts 
bowed 
pt 


tie first beings based en the assignment of operating responsibility to a single 


service, the other two involving the removal of direction from direct control 
5 


¢ 


of any individual service." 
Following the suggested direction of the Glassco Commission, the 
White Paper stated that after tha bill was passed, “a unified command, eventue 
ally extending to all operational levels, must be established, followed by -the 
adoption of a single uniform."* On 1 Aurust 1964 the first stage of integration 
was accomplished with the Chairman, Chiefs of Staff Committee positicn being 
replaced by the Chiet of Defenea Staff, Vice Chiwe ct Defence Staff, Assistant 


Chief of Defence Staff, four functicnal Chiefs for Operational Keadiness, 
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Personnel, Logistics, and Engineering. 

"The second step was the formation of six functional commands, a 
reduction from eleven organized along service Lines. This was begun in early 
1966 and was completed by 1°68. 

Introducing a@ common terminclogy in the rank structure and the use 
of a single uniform was the last step. This program was begun in 1968 and is 
to be completed by the end of 1971. 

"Creater standardization of requirements and rationalization of 
supply. « eWill yield significant economies."4 This was one of the major benee 
tits to be recognized with the implementation of the unification bill. The 
most obvicus areas of reductions were in civilian and military personnel. The 
military pevulation was immediately reduced over the years beginning in 1966 
and continuing into 1970 toward the 82,000 officers and men ebjective with 


es Of millions of dollars. A similar reduction in force was 


i 
tata 


alari 


” 


savings in 
undertaken in the civilan manpower struectute 9 While the forces were be ginning 
to be reduced in size, the Department of National Defence began its program of 
base consolidations and closures both in Canada and overseas to achieve immedie 
ate economies, Procurement cantracts were allowed to lapse. New construction 
wes halted in all areas until a complete survey of facilities and capabilities 
could be undertaken in Line with new defense objectives. The logistics command 
Was organized to promote a single service concept. The defense budget was 
politically frozen at $1.8 billion and Defence had to begin to operate within 


Se. 


a restricted budget for at least the next three yearse 
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29 
dhile these organizational changes were being implemented, Defence 
began a review of its policy under which the new service would operate until 
1974, The Department, in organizing itself for execution of the defense pro- 
grams, noted that there were two facts of prime significance: 


lL. Canadian defence arrangements do not envisage indpendent 
litary action by the forces of this country. 


ad 


puto 


mt 


2. The forees used in meeting any major emergency must be 
organized, equipped, and trained before the emergency arises. 


Yet as far back as 1938, Prime Minister Mackenzie King reaffirmed the 1920 
Opposition Leader's remarks that Canada faced no enemy of “a Kind which cone 


stituted a strategic threat to her security. "2 


nowever, Canada needed a defense 
establishment tailored to her capabilitics and commitments. "Military policy 
concerns decisions of governments of members of state systems about their 
military establishments, including the decision whether or not to maintain a 


— 


ry establisghment.!! 


“ 


miiite 


p 


Therefore, a military policy is an inescapable 
function and to be a member of the state system is to have a military policy. 
Thus, with integration and unification, the government began to review its 
alliances abroad and its role within the nation. Any withdrawals from comnite 
ments in NATU and its peacekeeping missions would be gradual. The reductions 
within Canada were to be accomplished slowly over a period of years. 

The gradual reductions and changes were being implemented when 


erre 


se | 
pete 


the government changed. Lester Pearson was replaced by Frime Minister 


EC. Trudeau, who introduced 
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. « oSWeeping changes in national goats. Under the current 
regime, priorities have bern almest conplately reversed, whereas 
international cooperation in mukual detence formerly apocared 
first cn the list, it has now moved down Che line, ziving way to 
the protection of national sovereignty and the use of the armed 
forces to carry out a wide range of activites supplementing, tha 
Civil authorities and contributing to national deve ioonént, | 


The current Chief of Defence Staff, General Rh. R. Sharvo, stated that Canada's 
move is "not one of getting out of Europe, but rather a change of emphasis 


to internal problems that the present financial and political situations in 


22 


Canada dictate. Yet there are those observers wneo feel tnak the establishe- 


ment of Canada's sovereignty as the number one goal indicates there is a 


rstreat to trortress Canada!’ and the adoption of a Sweden-like foreign 


eo 


policy of neutrality and isolation.” Others feel that the Canadian military 
establishment is "currently deprived of adequate strategic justi 


But the Chief of Defence Startf countered all critics of tha present defense 


policy unde: fhe newly unlit 
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oree structure in the following manners 
Honey Chat a country vuts into dafence is much the same 

as money put into insurance. You don't want to use liz, but it 

is there if you need it. Insurance money, however, i3 always 

proaguctive, never idle, and military rasources must always be 

prepared to do the military job if needed. Bub, in the interim, 

they must support the naticn, not remain idle. This, of course, 

increases their invelvement in domestic issues, 


For this reason, we in the Department of National Defence 
Should justify what we propose in terms of support of those 
cS 


aims. . .or we should not exist.- 
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The centinuous attempts begun in the 1950's to restructure the 
organization af the Canadian armed forces ended in 1964 with the implementation 
of the integration end unificetion of the forces into a single service. The 
Minister of National Defence, Paul M. Hellyer, encountered resistance fron 
the government, the Opposition, from within the military establishment, and 
from the public regarding his proposal, a propesai initiated by the Glassco 
Commission in its final recommendations. Hewever, unification was passed by 
Parliament and has been implemented throughout the armed forces. The savings 
in doilers are difficult to evaiuate since the budget has been frozen for 
three years and inflatien continues. There have been initial inereased sosts 
frem implementing the new concept while maintaining part of the old not 
offset by the doliar savings in personnel reduction end decrease in eatipment 
purchases. The years ahead will be a period of refinginent until the current 
ten yoar plan expires or is renewed or replaced with the plan for the 70's and 
80's. 

An overview in Chapter III of the development of the overall 
Canadian govermment budgetary process end financial management techniques 
Will compisete the fcundations fer analysis of the effects integration and 
unification have had on the Department of National Defence budget organie 


zavion and budasct development and submission procedures. 








CHAP Ait 


SURVEY OF THE CANADIAN BUDGET PROCESS 


Historical Development of Canadian Fiscal Policy 


~ 
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Canada did not begin any serious attempt to examine its budget pro- 
cedures or financial management practices until the early 1900's, ! Then, as 
if the examination were caused by a natural embarrassment from the country's 
faiiure to comprehend the close control of the budgetary and financial fields, a 
concerted effort was undertaken to introduce, pass, and adopt new organizatione 
al lavs and frameworks under which all phases of the co.ntry’s finances would 
come under close scrutiny from the executive and legislative bodies. 

From the initial developments of Canada as an organized society, the 
country was financially controiled almost singulariy frecm Great Britain until 
the British North America Act of 1867 under which Canade was granted confeder- 
ation and the right to act individually without prisr eo of goveramental 
proposals from the British Crown. It was under this important act in 
Canadian history that the first recognizable evidence of the development of 
the Canadian budgetary system is formalized. The British North America Act 


established a single Ccensolidated Revenue Fund for the centraiized control of 
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revenucs and expenditures in Canada. } In 1878 a further refinement increased 
financial management control in the form of the Consolidated Revenue and Audit 
Act, an act which strengthened the audit practices that had been virtually un- 


wee ; 2 : 
nce the British North America Act. Tt created the position of 


indo 


chanced § 
Auditor General and made him responsible for expnenditures fron the Consolidated 
Revenue fund. This act was necessitated because votes, or appropriations, were 
usually overeexpendeds expenditures were often charged to the wrong votes; 
liabilities against the government were incurred without the approval of Parlia- 
ment and were, at the same time, several years in advance of the formal approval 
from Parliament; various other questionable practices were uncovered; and 

growth in the size cf the departments and agencies, unchecked by Parliament, 
induced over-expenditures.” To correct several of these observed deficiencics, 
Parliament in 1910 created the Treasury Buard to review the estimates, or bude 


get requests, and to assume the other releted financial management responsibile 


There were no further changes .n the Canadian budgetary process 
until 1951 during which time the Consolidated Revenue and Audit Act was ree 
. 5) 

placed with the Financial Administration Act. This act strengthened and 


Clarified the roles and respensibilities of the Treasury Board and the Compe 


troller of the Treasury. This act has become the foundaticn of the present 
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Canadian financial management and budgetary systems. It firmly establishes 
the Treasury Beard and the positions of Minister of Finance, Comptroller of 
the Treasury, ana Auditor General. 
In 1955 in order to increase its control over expenditures, the 
government asked the Minister of Finance to establish a special committee to 
"Consider estimates as may be referred to it and to report from time to time 


its findings and recommendations to the House. 


In a continuing move to ine 
crease its fiscal controls, the House of Commons in 1958 organized and approved 
the creation of a standing committee to examine proposed expenditures. However, 
this committee nad no power to determine who would be called to testify before 


it and has, in recent years, become less powerful than when originally cone 
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reanization of the Rudvet System 
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Canada*s significant budgetary and financial management positions 
are the Minister of Finance, the Comptroller of the Treasury, the Auditor 
General, and the senior staff member of Treasury Board. (See Figure ] «+» The 
Organization of the Canadian Financial HManegement and Budget Control Depart-~ 
ments and Agencies, p.35.} The Minister of Finance is a member of the Prime 
Minister's Cabinet, a member of Parliament, and is responsible for the develop- 
ment of his department's fund requests as well as for the policy formulations 
within the Cabine& framework. At the same time, the Minister of Finance holds 


an equally important position as the Chairman of the Treasury Board, an 


organization composed of six Cabinet ministers who, technically, as Ninisters 
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FIGURE 1 


THE CRGANIZSTION JE THE CANADIAN FINANCIAL MANAGLAENT AND BUDGET 
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of the Crown, act collectively as advisors to the Governor General as the 
Executive in the Canadian parliamentary system of government. 

Tt is traditional for the Minister of Finance to review the financial 
condition of the country at least once a year. After his budget speech to the 
House of Cammons, there follows a parliamentary debate limited to eignt days 
during which time the House of Commons becomes a committee of the whole. When 


resoltuions are proposed, the government introduces amending bills through 


N 


normal channels. 
The Treasury Board establishes the fiscal policies for the govern- 
ment’s implementation, develoos fund requirements and expenditures, and cone 
ow Ps sg = ) 3 a e ts es 
trois fund collections. The Executive is responsible for the proper execution 
of the approved programs passed by Farlianent. In reality, the Treasury Board 
is part of the collective resvonsibility of the Cabinet with the day-to-day 


the Treasury board being submitted to the Treasury Board Staff. 


ch 


Operations o 
Tne Treasury Board Staff undertakes consi-leration and approval of proposals for 
funds made by the departments and agencies of the government within a certain 
determined dollar limitation. The Treasury Board in addition issues regulations, 
Rives direction, and delesates authority fo the various departments and 
agencies. 

The Comptroller of the Treasury is an officer in the Department of 
Finance. He is responsible for the enforcement of financial decisions of 


Parliament, the Executive, end the Treasury board. In difficult fiscal matters, 


wart es Se, 





ee ee 














ee Per icey 
2thid., pe 130. 
3tbid., pp. 128130. 
d, 


Piveawsy pe. 250%. 








37 


the Comptroller may request direction from Treasury Bosrd and in turn may be 


om 


overruled by Treasury Board on an appeal from a department minister. ! Delee 
gated fo the Comptroller by the Minister of Finance is the responsibility for 
maintaining central accounts of the government, preparing annual Public 
Accounts, and holding certain cash management functions. 

Ié was the Financial Administration Act of 1951 that established 
as one of the responsibilities cf the Auditor General the examination of 
accounts relating to the Consolidated Revenue Fund to ensure its reliability 


2 


and accuracy. Annually, the Auditor Gensrai must report his findings to Pere 


liament. 
Conadian Bideetary Cycle 
Fig 8 Lege Oe I BE lem dF ae OE FT OE IWR ale 


tha Canadian fiscal year ends 3! March. But before that date, the 
Minister of Finance tables the coming fiscal year expenditure program before 


Parliament in the 


a 


form o© Estimates, main and supplemental, which have been 
developed by his staff and the Treasury Beard in working conjunction with the 
departments and agencies. (See Figure 2 eee Chronology of Estimates and Exvende 
itures for a Fisesl Year, pe 35.) Debate on the Estimates is generally re- 
stricted, for the government has approved the budget in principal, and the 
only oppositicn comes in the form of questions from the other parties. Once 


_ 


debate is concluded, Fealiament anpreves the Estimates through enactment of the 
» f & 


appropriations acts. the Estimates that are submitted to Perliament are not 


‘a 


Single department4i veaquests but are each department's proposals divided into 
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one or more votes covering several functions or activities of the department. 
The intent of fhe vote is based on the narrative description that accompanies 
the Estimate.! This is unique in that it prevents a veto from withholding all 
funds for a departmental appropriation while other votes from the devartment 
are being considered. Fach of the votes governs the subsequent expenditure in 
two ways. First, the dollar limit mentioned in the narrative of the vote cannot 
be exceeded. Sccondiy, ali expenditures must conform to the limits prescribed 
by the wording of the vote. 

Before Parliament enacts legislation regarding the Estimates, the 
Cemmittee of Supply must first approve each vote by separate resolution ana 
must question the approsriate minister as advised by his senior officials.* 
The Committee of Supply rarely disapproves a vote in the Estimates Since the 
entire budget was prcviously approved by the Cabinet sitting as the Executive. 
Since the pariiamentary system permits the fail of the government in power 


7 


Because of a iack of confic 


t 


dence in a inoney bill, it behoves the party im power 


sake 


to ensure that all aspects of its budset are considered before presental:ion to 
Parliament. After the Committee of Supoly has approved the reasons for the ree 
quests for funds, the Estimates and votes are forwarded to the Committtee for 
Ways and Means, which then passes resolutions appropriating money out of the 
Consolidated Revenue Fund to cover the expenses for public services. 

The approval of the Estimates i ane only assent by the House of 


Commons, for in Canada the Senate, the upper house, has no reviewing powers. 


After the two comnittees have taken action, the stimates are sent to the House 
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of Commons, which approves the approvoriations bills, normally following the 
wording and the amounts used in che Estimates. Should Parliament not have 
approved the appropriations bills prior to the start of the new fiscal year, 
the House of Commons will pass interim funding bills untii the Parliament has 
had the opportunity to act on the new Ystimates.! Funds become available only 
when the bills are siven Royal Assent by the Governor General or his deputy. 

After Royal Assent has been received, tne appropriation bill becomes 
law and the money is provided to the Executive to be spent according to the 
discretionary cowers stated in the bill.* The responsibility for the spending 
of the funds does not lay with the Cabinet minister but with the txecutive as 
a whole. The departments and agencies administer the funds in accordance with 
procedures established by the Treasury Board and Auditor General. (See Figure 
3 «s= Summary of the Expeniiture Process in Government, p. 41.) Thus, the 
Executive must follow the expenditures as approved since ¢ach member of the 
Executive is also a member of Parliament. Certain additional funds are pro- 


vided to the Governor General to meet certain national expenses when Parliaeg 


ment is not sitting. 


Effect of the Glassco Commissicn cn Finan 
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An historical review of the development of Canadian financial 
policies illustrated the responsibilities of the Department of Finance and its 
staff positions. These positions and functions have remained virtually un- 
changed as a result of the recommendations of the Glassco Commission, The bude 


e 


get cycle has also remained unaltered by the Commission report. it was not 
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organizational concepts that the Commission challenged. Instead, it asserted 
that financial policies and administration within the departments could be 
effectively strengthened to ensure proper financial management of available 
resources. The Commission was “critical of the Government for the Lack of 
long ranre plans and objectives and adequate and meaningful financial controls 
in the departments." | | 
with ea to budseting, the Commission recommended that the 
Estimates should be prepared by programs and activities. It also recommended a 
Significant degree of decentratization of authority for financial management 
from the central agency, i. e., the Treasury Board down to the departments and 
through all levels of the departments counterbalanced by a system of responsi- 
bility accountings. Departmental officers could then be held accountable for 


Te 


their stewerdsn his decentralized authority for management of funds. 


fre 
a 
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what in fact was recommended by the Glassco Commission and has now 


been accepted by the government as policy is a system of Program Budgetings and 
Responsibility Accounting, practices whici have proved successful in industry. 


The Treasury Board Staff with the assistance of management consultants undertosk 


to develop a Government Financial Hanasement Manual establishing suidelines 
for a new Canadian financial management concept applicable to all of the depart- 
ments and azsencies. Some of the important objectives are: 


1. To show the nature of prozrams being carried out by each 
cGdepartnent and the activities making up each program so that those 
in authority, by knowing the purpose for which funds are being ree 
quested, will be in a better position to establish priorities and 
to decided on the most effective allocation of funds or other 
resources available to the Government. 
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- To brings together as many of the costs associated with a 
given activity or program as is practicable so that those in 
ty can weish prospective henefits against related costs and 
“imate the effect of a cutback or expansion. 


3. To facilitate the planning and control functions of 
departmental management by providing a means of essessing the 
effect ef changes in demands for services and thus in the level of 
activity or Lunas needed to finance a given program. 


4. To impreve financial pe Se Witnin departments by 
identifying individual acceuntebility whenever practicable for 
estimating and controlling cr revenues and expenditures associe 
ated with) &@ particular program. 


To assess the performance of accountseble officers at 
every icvel of management in departments in their management of 
the presram concerned. + 


wn 
e 


Hence, the Glassco Comnission made recommendations with the 
government cetermining their validity and ordering their implementation. The 
treasury board was given the responsibiliscy for developing the recommendations 
into worksbie tools and guidelines for the departments. What resulted was a 
manual devoted to ali aspects of the finsicial management question. For this 

hesis, only the erea of bidset preparation, reporting, and control as detailed 
by the Treatury Board in its manual will os examined, for this area directly 


affected the budget orpsnization and budget development process of the Departe 


ment of National Defence 
the Revised Bucdset Preparation, Reperting, and Control process 


the Treasury Board manual states that in order for managers to be 


able to discharge all of their responsibilities, they require authority to 


spend funds wnder an approved budget. To be held accountable for this manages 


ment, their performance must be measured against the approved budget. Conse 


quently, the firse stev necessary to achieve this financial manavzement goal is 
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to prepare the budget and have it approved. However, the budget is only useful 
for mana — ent if periodic reports are prepared comparing the actual with: the 
planned performance. To ensure Chat this will be achieved, the Treasury Board 
manual recemuends that certain controls be implemented to gain a balance bee 
tween the responsibilities and authorities given to the line manager and those 
retained by senior management. 

After the Canadian government has developed its goals and objectives 


to be achieved for the coming fiscal year, these longerange and certain shorte 


zcange plans must be translated inte a budget by the manager with a view to 


fry 


estimating their needs for personnel, facilities, and funds. Budgets of this 
type will fall into three general categories: the operations and mainterance 
budget, the working capital budget, and the budget for grants and speciel funds. 
In budget preparation, management has certain responsibilitics that 
have been established by the Treasury Bearti to comply with the recommendations 


of the Glassco Commission. The actual budget must be prepared at the lovest 


level of responsibility and hecome progressively consolidated as it “pyramids 


— 


upwards through the leveis of management.'* To enable Lower management to oree 
pare their facets of Che budget, they must have a clear understanding of the 
department's goals and objectives, both Longerenge and shorterange, 

Once these goals and objectives have been classified, detailed plans 


e 


have to be developed in order te specify the required numbers and classificae 
Pp 
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tions of personnel, equipment, materials, supplies, and other resources. These 
physical units must then be exvressed in dollars. To achieve these dollar units, 
the Treasury Board manual requests that: 


1. Ubjectives of expenditure be recorded at the prime responsibility 


ROS Pa eee ES 




















AS 
centre where the expenditure is made. 


pe ss budgets are developed through the managerial pyramid, 


costs are accumulated by responsibility centre rather than by ob- 
jectives of expenditure. 

3. The accuracy of supporting data is essential for the 
activities to be carried out. 

4&4. Fixed and variable costs be shown separately where it 
would be advantageous. 


5. Managers attempt to predict as accurately as possible 
the time of the year in which the expenditure will be made. 


6. The reasons for cash requirement differences be noted 
in the budget request. 


7. The commitment authority for special projects be de- 
talled to permit Parliament to know the initial as well as the 


Longerange costs of special capital projects. 


8. Flexible budeetinge be considered in many areas of 
departmental budget requests. 


9. The manpower requirement for numbers of positions be de- 
wa h< 


S 
termined through the budgets examined during the est} ‘Ss revicw, 
anc Lor ca 9 E 


in un 
ification and pay, through — system of personnel 
manegementc. 

After the budset has been prepared, it is sent to the manager's 
suvervisor for acceptance and from there, after consolidation with othe: bud- 
gets, to higher levels of management. Usually a senior budget official within 
the department should review the budget and recommend and changes prior to its 
being submitted to the Treasury Board. 

The Treasury Board notes that operations under an "approved budget 
Will likely show that actual expenditures vary from estimated expenditures. 

When this occurs, the Treasury Board will recommend that management take action 
to alter its overations according to the nature of the variances. Managers are 


to be given maximum frecdon to offset deficiencies and surpluses in their 
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budgets if this will correct the situation and achieve the job objective, 
provided the total budget is not exceeded and the manager remains within his 
area of responsibility. The manager will then have to account for the varie 
ances from the orisinal plan. However, should a change in a budast result from 
a change in the cverall plan, then the budzet should be adjusted to reflect the 

’ 
new situation. 

In the Canadian system, each department produces two kinds of re-« 
ports. The first is for department managers. The second is for Parliament ard 
the Executive. rnese reports, according to the Treasury Beard Manual, should 
meet certain sfancsrds: accuracy of results, accountability, comparability of 
actual versus planned results, promptness cf submission of the report to ene 
sure time for corrective acticn: consistency of the presentation of the results 


2 


for all levels of management from one period to anothers; and simplici ity so that 


the results ere clearly presented in a concise manner with the Least amcunt of 
detail, 


Tne obfectives cf management information through standard report ting 


e 


procedures for budzet develorment should be: 
L. To rrovide a control over operations, and in conjunction 


with workloac analysis, to show the extent to which approved plans 
are being carried out 


Z. To facilitate the managevent of funds at all times and to 
show the need for supplementary estimates or adjustments of allocae 
£rons. 


3. To provide a basis for the preparation of the next year's 
estimates. . 


4, To facilitate the review cof plans and priorities. 


To implement this system of revorting, the Treasury Board has noted 
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47 
that ‘in a good reporting system, separate reports become progressively cone 
sclidated as they pyramid upwards." ul Consequently, it is stressed that every 
effort be made te ae es clear lines of reporting responsibility and to maine 
tain those lines so that the effective consolidation of reports can continue 
to provide oniy significant data necessary for departmental as well as governe- 
mental decision-making. 


"AS an organization grows larger, it becomes necessary to delegate 
managerial duties to lower levels, even thouch senior management retains come 
plete responsibility." Thus, the controls created ensure that budget preparae- 
Cion and budget reporting are accurate and correctly reflect the current status 
of the department. As in developing a budsct, yoals must also be established 


for financial control. They should inciude: 
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egree of responsiveness to Llecal conditions, 
So <0 “me conditions and unforeseen A 


Ze OAM pee y it ies apie cenerally and reducing paperwork 
and delay by deiisan authority for decisions to the lowest possi 
ble level. 
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3. Placing responsibility at the level where control is most 
effective and on officers who can be held accountable for the results. 


4. Fostering a greater sense of finenclal responsibility and 
awareness of the financial implications of management decisions at 


the local level. 


5. Encouraging active ra re by senior personnel in the 
financial management of their progsrems. 


S. Providing an environment that will encourage and assist 
managers to make the most effective use of available resources. 


7. ASsSurin - senior management that the organization is moving 
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The development of the budget and reporting of expenditures under 
that budget are two ways of controlling funds. Since the Glassco Commission, 
the government and the Treasury Board have adopted the policy that once a depart~ 
ment is given an approved budget from Parliament, a manager should also be given 
the greatest possible freedom to spend within the budget. Control should be 
achieved by monitoring performance and not by “restricting freedom to act. 
Thus, spending authority for approved funds should be allocated down through 
the organization in the same manner in which the budget was consolidated. In 
delegating this spending authority, financial accountability will be maintained 
only if all manegers recognize that they are accountable for their performances 
to their supervisors; if the delegated authorities are communicated simply and 
directly to «ll levels of management by policies, procedures, regulations, and 
manuals of instruction, all of which should be kept up to dates and if both 
the person delevating authority and the recipient tmderstand the nature and 
extent of the delegation that has taken place and the means of control that 
will be used. 

Another twnwethod of control is the preeaudit. Under the British North 
Amezica Act, no payment can be made out of the Consolidated Revenue Fund without 
Che authority of Parliament. Authority is given through the annual approprie 
ations, resulting from the submitted departmental budgets, and through the 
Financial Administration Act, which provides the major part of the legal basis 
for the financial control in the government. Under present law, the Comptrolier 
of tne Treasury conducts the oreeaudit, designed to ensure that: 7 

1. Expenditures are charged to the proper vote and allotment. 


26 no vote or allotment ic¥arcecded. 
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3. Relevant statutory authorities, all regulations and 
directives, as well as departmental rules and repulations, are 


obseived. 


4. Mathematical accuracy of requisitions for payment, 
evidenced by supporting vouchers, is verified.! 


The Treasury Board thus oversees all departmental expenditures to 
Nensure that the rules of Parliament, the central control agencies, and the 
departments themselves are obeyed 14 However, the Glassco Commission found 
that the audit functions, particularly the pre-audit function, “resulted in an 
excessive amount of repetitive checking that tended to dilute the sense of 
responsibility in the department and recommended that these responsibilities 
be transferred to the departments.'? The Treasury Board is currently reviewing 
these recommendations to prevent a collapse of the financial controls 
established. 

The vote structure itself impcses elements of control. The manner 

in which programs by activities are divided into votes is dictated by the needs 
cf parliamentary review and control. Most vrograms in Canada contain both 
operating and capital expenditures. Many also have one major transfer payment 
of grants and subsidies. These three elements are imvortant on a government- 
wide basis. Trends in operating costs should not be obscured by the year-to-year 
fluctuations that occur in capital programs. In addition, Parliament and the 
Executive have a special interest in the effect of capital programs on the 
econony end the flexibility to adjust these programs to respond to economic 
circumstances .4 


The Glassco Coinmission found that it was not necessary to divide 














30 
the votes into the three separate budget requests of operations and mainten- 
ance, Capital, and grants and subsidies and others. Instead, they recommended 
that the votes be fnetted' or combined together. According to the Commission, 
vote nettins would "provide management with greater incentive to improve ser- 
vice and tc collect the revenues generated; allow a department to adjust its 
services to meet changes in demands; and provide a clear test of the real im- 
portance the public attaches to the service as evidenced by their willingness 
to pay ttl Sut the Treasury Board noted certain disadvantages to the vote net- 
ting systemyg such as curtailment of a program or activities because of: 
1. Shortefall in anticipated revenues. 
" 2. Delay in receipt of monies for services provided. 
3. Restrictions on available funds in the early part of the 
year wren expenditures are being incurred but revenues have not yet 
been granted. 
he ireasur® Roerd has accested the recommendations of the Classco Commission 


regarding vete netting but has not established a general policy to be edopted 


by the departments and agencies. 
Summary 


‘inancial amangement practices of the Canadian government have 


ret 


evolved slowly throughout Canada's 100 year history. After the 1900's, a con- 
certed revision of existing policies and practices was undertaken to strengthen 
control of finances. ‘The existing financial establishment, consisting of the 
Minister of Finance, the Treasury Board, the Comptroller of the Treasury, and 


the Auditor General, has not been sienificantly changed in recent years 


eeencuch c@mtain of their functions hawe been modified to reflect current 
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financial management trends. The budgetary cycle remains unchanged. 

However, the Glassco Commission, having investigated the financial 
management status of the government and its departments and agencies, noted 
weaknesses in budget development and control. The government adopted these 
recommendations and the Treasury Board was assigned the responsibility for 
ensuring implementation throughout the government. The detailed study of 
budget preparation and reporting presented a view of budget development that 
had to be adopted by the Department of National Defence. 

Based upon the foundation provided by the surveys of the 
development of unification and integration of the armeca rorces and the 
increascd financial management control initiated by the Glassco Commission, 
Chapter IV will evaluate the effects of these concepts on the defense 


organization and its budget development procedures. 








CHAPTER IV 


UNIFICATION AND THE ROYAL COMMISSION: THEIR EFFECT ON THE 


DEFENSE ORGANIZATION AND BUDGETARY PROCESS 
Introduction 


intepration and unific on forced organizational change on the 
Department of National Defence. Since 1965, the Canadian Armed Forces has been 
"suffering srowing pains of a completely unified defence establishment as well 


é 


as the restructuring of its forces te e cencept of hich ee Inflation 
has been ipereee ine and the Department of Netionakl Defence is restricted to a 
fixed annual defense budget of $1.6 billion until 1971. The forces have already 
been reduced frem pre-integration and unification levels in 1963 of 124,000 ze 
98,000. Stii, te be reduced are 16,000 militery and 3000 civilians to achieve 
an overall strength of 82,000 military and 30,000 civilians.’ While the De- 
pazstment of }ational Defence has been enduring these organizational changes, 
zt had to respond to the recommendations of the Glassco Commission affecting 
the department's budget policies, practices, and organization. The Comm ion 
noted that there was a need to improve the financial management controls within 
the departnent 

Zt was fortunate that the move toward integration and then full 
unification coincided with the Glassco Commission repaxt, fer the objectives 
3 hose aspects 


of increasing effectivess and efficiency were compatible. 
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of integration and unification and Canadian financial management, which have 
been previously surveyed, formed the foundations on which the Defence organiza- 
tion approached these two concepts. The unification of the three services under 
a Single Chief of Defence Staff and the reorzanization of the force structure 
were exceedingly “propitious and enabled the development of a single Defence 
Program within the context of Planning-Prosramning-Budgeting System. '!} 

the introduction of Planning-Programming-Budgeting System CPPBS) 
into the defense system was a conpatible undertaking, for the system would 
function within the current governmental budgetary system.” The Glassco 
Commmission noted that PPBS "acts as a means of providing all Levels of manage- 
mont with‘targets or objectives so that performance of each may be measured," 
PPBS also provides a cheek on "the efficiency with which available resources, 
material or auman, are used .. . the explosive grewth in scale of government 
expenditures necessitates the adoption of modern and efficient management 


le the Canaciercmni.) co 


* a 


° e ° 4 e / - 
methods, similar in many aspects to business."* \h 
establishment is small, it permits the development of a Less complex and 


formal set of procedures for improving effectiveness and efficiency. 


3 


Defence Pudvet Development BX Or Co Une ereat 10m 


p- 


Prior to 1964, financial management and military planning in each 
of the three services were treated as inderendent activities. The first "fall- 
ing within the province of the comptrollers of each service and the second 


Within the province of each of the three Vice Chiefs of Staff. Both were ~* 
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34 
brought together by the Chairman of the Chiefs of Staff Committee." The 
Chairman of the Chiefs of Staff was responsible for coordinating the military 
plans of the services although he did not possess executive authority but merely 
acted @s an advisor to the Minister of National Defence and coordinated efe 


Forts of the armed forces toward fulfillment of the department's objectives. 


A 


these plans, done in terms of objectives of expenditures, e. ge, military pay, 
construction, operations, were projected for one year. Consequently, military 
planning and budgeting were on conpletely different Levels. Military plans were 
prepared largely without regerd to resource constraints and costs of these 
plans were aiways far in excess of the budgets the government was willing to 
grant. There were in reality a compilation of unilateral service plans rather 
than any attempt to present a unified defense plan. To a great extent the order 


of pricrity of forces, weapons systems, and activities was left to each military 


A 


Sere 
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ce. Therefore, imbalances existed in the overall defense prosram. 


+. 


At the same thme that each service was preparing its current one 
year budget request, if also prepared its own fiveeyear program, which reflected 
che commitments and requirements for each year. Collectively, these programs 
were known as the ‘Mark Document,! which was submitted to the Chiefs of Staff 
Committee for review. This document described the annual requirements of each 
service in terms of manpower, major ecuipment and money .@ Howaver, the ‘Mark 
Decument’ was plagued with defects of unrealistic service demands. After the 
‘Mark Document! was reviewed by the military chiefs, it went to the Deputy 
Minister of National Defence and to the Treasury Beard Staff. The results of 
these reviews were transmitted to the Minister who in consultation with the 


Treasury Board, derived the budget fer the next fiscal year. Another problem 
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of the 'Mark Document!’ was that it never received official sanction. There- 
fore, it could not be used as authority for any action or as the sole and 

hasic tooi for preparing the annual estimates. Since there was no official 
sanction, there was no effort made to maintain the document in en up-toedate 
posture. Postponement, reduction, andcancellations were not incorporated into 
the document. ‘A philosophy of trying again next year was frequently practiced, 
esulting in an unrealistic backlez of projects awaiting a more favourable 
political climate for resubmission."! These plans therefore tended to be sube 
Stantially teyond the level likely to be achieved. Although the document gave 
the impression of Llongerange planning, it was prepared from the beginning each 
year and tended to represent service hopes rather than feasible plans in terms 
Of availiable resources,” Thus, under the pre-unification system, defense plans 
and proerams received official sanction and became the basis for action only 
in se far at they were reflected in the parliamentary approved estimates. 


The sap between military plann.ng ana the actual dollar ressources 
available fer budgeting ieft the Minister of National Defence and the governe 


ment with “no alternative but to cuteback military programs each year in the 


n forces and weapons 
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course of budget Previews The cholces and deci 
systems by each individual service had to be made without adequate information 
as to their future cost implications or their cost effectiveness relationships 
in terms of the missions they were designed to perform. Budget review had to 
he completed withine few weeks. Consequently, budget cuts were not often sys- 
Cematically reviewed. Thus, decsions with long-range resource implications 


were often made prematurely under pressure from the separate service or without 
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adequate consideration of all the major alternatives. The limited time for 
decisions often led to overecommitment. Later these decisions frequently “re- 
sulted in uneconomical program 'stretch=-outs! or the outright cancellation of 
projects on which large sums had already been invested." 

There was an obvious need for a single, integrated program data 
system which would serve to keep management informed ebout the full cost of its 
decisions or options and about the current status of the defense program, both 
in terms of its various mission capabilities and in its entirety. If needed, 
timely corrective action could be undertaken. For this it was clear that better 
cost data, berter cost control, and better financial management techniques 
would be required. It was the acceptance by befence of these facts along with 
the recommendstions of the Glassco Comnission that led to the decision to move 
Coward full unification of the budget organization in conjunction with the 
direction of Treasury Board toward "the introduction of the concept of wanage~ 
ment referred to as Planninge-Programming=Budgeting System, and associated with 


it, the Respoisibility Accounting System. "4 


Urganization of the Unisied bere ice judge uri ice 


The development of the budget for the Department of National Defence 
Since unification end the recommendations of the Glassco Commission rests with 
the ComptrollereGeneral branch of the Canadian Forces Headquarters, Ottawa. ‘The 
oreanization is composed of the Comptroller-General, normally a Brigadier 


General: a Deputy Comptroller-Generals a Director General Organization and Man-« 


power Systems: and the Director General Finance. (See Figure 4 «e+ Organization 
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enenson, Financial Manavencat_in Canada, p. 30. 
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of the Defence Budget Office Since Unification, p. 58.) 


“The responsibilities of the Director General Finance include pay 


mm 


services, mess and institute funds, cost studies, automated systems, and 
finencial arrancements and management. ! Within the office of the Director Gene 


ore 


eral Finance are five directorates: Director Budget, Director Financial Managee 
ment, Director Costing and Financial Arrangements, Director Vay Services, and 
Director Automated Systems. The Director of Cesting and Financial Arrangements 
is a small operation of about 25 officers with specialized training in mathee 
matics and statistics. The office hes two functions. It acts as a service 
bureau for other headquarters divectorates in the matters of costing and pro- 
vides the functional commands with assistance on matters relating to costs. The 
office is interested in preparing accurate past and ferecest costing and in the 
techniques cf developing and using new cost factors.” The objectives of the 
effice are to produce cests for planning purposes, fer recovery pUEpOSe 3, for 
developing man-year costs of the forces for inclusion in the annual est! mates, 
and for producing cost data to answer numerous queries raised in the Hovse of, 
Commons > The financial arrangements section of the office was initiated as a 
result of the increasing complexity of the Canadien Armed Forces operations 
conducted inconjunction with other nationd military forces. Thus, this section 
is responsible for the financial aspects of agreements with other countries and 
their forces as well as for various financial arrangements within Canada. 


The Directorates of Budget and Financial Management complement each 


fate 


other. In examining these two directocates which are responsible for the devele- 
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flities will be studied in terms 
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opment of the Defence budget, their responsi: 
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FIGURE & 


ORGANIZATION OF THE DEFENCE BUDGET OFFICE SINCE UNIFICATION 
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of the Deferice budget cycle and its relationship to the previously surveyed 


Canadian budget cycle. 


The Defence Budget Cycle 


Im May Che Directcr of Budget requests the various responsible 
Girectorates of headquarters and material command to submit first draft esti-~ 
mates detailing their requirements for the forthcoming fiscal year. (See 
Figure 5 wee Defence Budget Cycle Since Unification, p. 60.} The estimates are 
prepared based on past experience and the status of anticipated revenues. They 


4 


are in line with the detaliced tIntecrated Defence Program,’ a document which 
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replaced the ‘Mark Document’ following unification of the three service 
Es.timates must be forwarded to the Dixector Budget by I August. His 


office then consclidates the estimates. The total is compared with the predetere- 


xceeded. The ComptroliereGeneral] and the 
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Director Buc.cet are informed of thea budget ceilings imposed by the Minister of 
Finance on d.reection from the Cabinet. Currently, that budset ceiling is 
politically frozen at $1.8 billion. The estimates usually exceed the maximum 
authorized, so it then becomes necessary to review the estimates and cetermine 
areas in which reductions can be effected, During the month tne estimates are 
critically reviewed by the ComptrollereGeneral and the service staff officers. 
By September the Defence budget is submitted to the Deputy Minister 
of National Defcnce Staff with representatives cf the Comptroller-Generai's 
staff present. After all problems are corrected and the review approved, the 
estimates go tc the Department ef National Defence Review Committee in Cctober. 


This committee is comnosed of the Deputy Minister of National Defence, the 
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Chief of Defence Staff, the Chief of Technical Services, the Chief of Ferson- 
nel, the Comptroller-General, Members of the Treasury Board are present both 
at the Deputy Minister Review and the review by the Derartment of National 
Defence Estimates Review Cosmittee so that they will become familiar with the 
proposed estimates in detall. When the budget has veached this stage of devel 
Opment, the budget figures are in accentable amounts. They are then developed 
into book form and forwarded to the Treasury Board, 

Throughout the mentn of December the Treasury Board reviews the 
budget estimates for Defence. In Janua a letter from the Treasury Board will 
be sent to Defence stating that the estimates have been accepted and approved 


in principal, although the letter may restrict certain orograms or request a 


Cos 


stop on a program until specific hiener aporoval is rec3zived. This letter indie 
cates thet the Department of National Defence is ready -o proceed with the new 


fiscal year's programs even though the estimates have not been nresented to 


Parliament. The actual debate con the defence estimates takes place after th 


ny 


fiscai year has started. 

It is at this stage that the Director of Financial Management assumes 
the responsibility, for it is the function of that office to manage the current 
fiscal year funds. The office first breaks dom the $1.8 billion budget into 
votes, which are broad categories. Then each vote is further subdivided into 


e 


accounting primaries. These in turn are further subdivided into objects of 
expenditures, which is the lowest level at which funds may be managed. When this 
projece is compieted, the funds are released to the various treasury offices 


throughout Canada. Each expenditure will then be coded as to vote, primary, and 


objective for expenditure with a consolidated monthly machine listing of 
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expenditures forwarded to the Director of Financial Management by the chief 
treasury officer. The expenditure run is closely monitored, for it forms the 
basis of the monthiy forecast prepared for the Deputy Minister of what will be 
spent through the end of the current fiscal year. From this forecast, decisions 
ere made as to whether Defence should increase or decrease its spending. This 
procedure will eventually be replaced with the Defence Programs and Responsibil-« 
ity Accounting Systems. 

After Parliament has debated the bills and approved the appropriae 
tions, the defense budget has reached its final stage for the current fiscal 
year. There will be control aspects employed to ensure that the department 


adheres to Parliament's budget objectives for Defence.! 


Adoption of preps in the Lefence Budret Cycie 


Ts comply with the dicectives nf Treasury Beard and te meet the 
requirements imposed by unification, Deferce employed in 1966 a management 
consuiting firm, assisted by several officers, to develop a concept of financial 
management practices to achieve the Gilassco Commission objectives and then to 
supervise implemenfation. The objective of the study was to determine what steps 
were necessary to implement the Treasury Board directives of responsibility 
centers end accounting data. (See Figure 6 ee» Responsibility and Activity 
Accounting for Defence Budget Revelopment, p. 63.) In the preparation of the 
future years't budret estimates, each responsibility center will have a clearly 
defined objective and will determine its budget in terms of resources required 


° 


to achieve the essirned objective of manpower, premises, i. e., buildings, 


Lad 
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utilities, efc., equipment and other supplies and services. These budgets will 
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FIGURE 6 


RESPONSIBILITY AND ACTIVITY ACCOUNTING FOR DEFENCE BUDGET DEVELOPMENT 
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Source: Canada, Department of National Defence, Financial 
ianagenent rilot Study: Air Transport Command, 
-Frepared by Simpson, Kiddell, Stead and Partners 
(Uttawa; Queen's Printer, 1966), p. 27. 








G4 
be chalienged at each level up the chain of command and will together form the 
conmnand budget and, when consolidated with other commands! budgets, will form 
the derense estimtes, Standard cost modules will be used for direct costing, 
other cost for capital and fer fixed expenditures. Spending would be recorded 
On standard forms broken down into costs and variances to show deviations be- 
tween planned anc actuzl estimates. (See Figure 7 «e- Defence Responsibility 


a 


and Activity Accounting Fyramind, pe 65.} 

But implementation and directicn toward FPBS were not simple. Before 
PPBS was considered, it was said that "management philosophy end procedures 
which were suitable to mect yesterday's needs cannot adequately cope with toe 
day's defence problems srd those of the future."! The Glassco Commission looked 
at the fcrmer budset system and noted that it was “inadequate for efficient 
management and was of limited value for pianning ana control, adversely effece 
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ting review cf the estimates by Treasury Board.” 


he challenge of a growing and complex defense effert, the 
> of 9 


sth 
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Deputy Minister formed a ‘Defence Pregram working Group’! to establish a defense 


~ 


programming system suitable for meeting the current and future needs of the 


Department of National Defence. The group started meeting in November 1963 and 
3 


began what evolved into PPBS for Canada based on a study of Hitch's works, 


The Canadian system was cast in the same mold, except for deviations necessi- 


tated by a different political and organizational environment, of that of the 
United States PrB system. PPBS must be adaptable to the environment in which it 


is expected te function. In the large-scale and complex Department of Naticzal 


Defence, PPS is & dynamic management function. To remain viable, the system 
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FIGURE? 


DEFENCE RESPONSIBILITY AND ACTIVITY ACCOUNTING PYRAMID 
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must be flexible and provide for changes from policy decisiuns affecting defence, 
availabilicy of funds, planning of procurement programs, and manpower level 
chanzes. It must consider the lonperange and shorterange effects on the miiie 
tary activicies.! 
Thus the goals of FFBS in the Canadian military establishment were 
basicelly defined when the Minister ef National Defence Hellyer issued his 


White Paper on Defence in which he discussed, indirectly, a management system 


for the armec forces. 


It is intended to introduce into the Denartment of National 
Defence a manegement system for planning and centrolling major defence 
programs at the departmental level. This system will display various 

nts ef the lengeterm defence program in suitable detail ever 
tcant period of time. The system will provide a means of exe 
us force structures, weapon systems, logistics arrange< 
r military activities in terms of their immediate and 
long-range ¢ 


Tle main objectives of Che system are: 


Ll. To assist top management in the pe pay Mei in decisisone 
aking ty providing the means of analyzing and assessing various 
military programs and activities in terms which will relate mili 
tary efiectivens to financial costs, manpower requirements, 
equipment needs ae other. 


M (FQ 


2. To previde the type of data which wili enable the effects 
of defence decisions to be clearly expressed in terms of forces, 
Imanpower, equipment, and money both in the shorteterm and over a 
period cf years. 


fan deferce structure will 
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MANDOWCE , major equipment, and the anticipated costs Chat are 

programmed over a period of years for the various clements of the 

program. irojections of each program will be reviewed annually. 
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This system will enable Defence Programs to be examined and 
considered in relation to their overall military effectiveness from 


vo 


























67 
the standpoint of achieving a particular mission. t is hoved that 
the system will enable defence resources to be allocated to Defence 
rrograms in the most effective manner from a view point of ultimate 
military output and in accordance with @ Glear and detailed plan.! 

By 1965 there were some noticeable weaknesses in the system pro- 
posed by the committee. The system did not entail a comprehensive, long-term 
defense program approved by the Minister to be developed into a tool for 
coordinating the planning and budgetary processes. That system did not proe- 
vide a systematic procedure for the preparation and review of national secure 
ities policies at a level above the Minister of National Defence. There was 
no common frame of reference within which proerams or amendments could be 

; 2 
evaluated within the context of the overall defense program. There was not 


enough data available for decisionemakinge It did not bridge the gap between 


Dlanning and budgeting. [t did not form the only authorized basis for prepara- 
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tion of the estimates since it was 2 the cost of program 
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elements for the next fiscal year into buagetary appropriation format. It 
did not reflect and evaluate long-term effects of budgetary reductions or 
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other decisions impos rom above and there was no follow throuch in the 


system. Another weakness was that there was a need for the defense effort to 
be expressed in terms of missions to be accomplished. 

In review, it is evident that there were significant failings in the 
proposed system of PPB as originally conceived by the committce. After an 


evaluation of the system in effect in 1965, additional corrective recommenda- 
tions were made. The recommendations for an improved FrbB system were for it. 


to "provide a means of reflecting long-term effects of decisions, such as bud- 


get cuts, postoonement of projects or procurement, imposition of manpower 
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ceilings, in terms of specific programs over a specified period of time. wh 
Another new objective of the system would be that "the effects of today's 
decisions on future activities could be daily identified and written into 
the detail of the long-term proeram. The programming could be done on a 
realistic basis." Changes to approved programs could be initiated from Lower 
levels within certain parameters established for approval. Annual review of the 
programs to reflect the approved changes as well as implementing policy changes 
resulting from current and anticipated naticnal and international conditions 

tna 4%, 3 é S te ° 
could be better effected under the revised system. Since budgeting and pro- 
gramming are primarily “concerned with control and effective allocation of 
limited resources toward the achievement of an almost inexhaustable range of 
objectives, 4 then every effort has to be undertaken by Defence to ensure that 
&@ successiul PPBS program is implemented. ‘the errors of the earlier system have 
been eradicated and the system is progrecsing to another phase in the develap-~ 
ment of a tetally integrated system cf information for Defence.” 

The move toward PPBS and a total management information system will 
permit a flexible approech to the government's proposed alteration to the 
current budgetary cycle. The budget cycle will be eltered as follows: 

lL. On l June the departments will have to submit their estimates 
received from within the department to the departmental budget consoli- 
Gation office. 

2. The budget offices within the departments will review the 
estimates and provose adjustments during the months of June, July, and 
AULUSE. 

3. By 1 September the ceiling for the Estimates will be detere 
mined by the vsovernment and the a will be forwarded to the 


departreental budset offices to permit final budret estimate adjust- 
ments. 
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- On I October the Defence estimates ere to be forwarded to 
the Minister of Finance for review. 


>. After review, the Minister of Finance will forward the 
Defence estimates to the Treasury Board, where they will be 
mined to ensure that the estimates are compatible with the 
redetermined ceilings established by the Cabinet. 
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6. On 1 January the Treasury Board will send the 
reviewed defence estimates to the Cabinet, which will examine 
them and give final approval. 


7. Between the end of January and the first of April the 
Department of Netional Defence will reeemamine their estimates 
and undertake any necessary adjustments caused by the time 
lapse since the preparation and submission of the original 
data and the classification ef the expenditures by Treasury 
Board, 

8. tn J April the Defence cstimates will be tabled before 
the House of Commons end then sent to a Standing Comnaittee on 
Defence for frevicw, a procedure expected to last for six to 
eight weeks, 


Results of Unification on Berence Budget Develonnent 


tee ae 


One of the significant achievenents of integration and unification 
has been the reduction of personnel, miliary and civilian. In 1963, before 
the concept was seriously considered, there were 125,000 military and 50,000 
Civilians in the Department of National Defence.“ The Royal Cenadian Air 
Force hed grown the most rapidly until it reached a size three times as large 
as it was in 1951 at the expense of the Canadian Army and the Royal Canadian 
Navy. At that time the Glassco Commission a ee that "if the armed forces 
were reduced from 125,009 to 109,C00 that vould leave only 40% of the military 


personnel in support funetions with a direct savings in salaries and benefits 


as ° / * e 
Of $20 million per year.” The cost of military personnel had risen from a 
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1951 figure of $184.3 million or 23.6% of the defense dollar to a 1962 level 
of $616.4 miliion or 38.2% of the defense dene Thus, one half of the total 
expenditure for defense was for personnel, more than that of all of the other 
departments together. Military personnel accounted for 26% of 500,000 governe 
ment employees. Defence was spending 87% of all 1961-1962 expenditures on acqui-+- 


S 


p= 


Sitions and upkeep of equipment and 60% of the total expenditure on materia 
and supplies. Thus, according to the Glassco Commission, any reduction of 
military personnel and the using of civilians would save funds in nonecombetant 
jobs. Therefore, the initial effect of unification was a reduction in military 
and civilian personnel expenditures which were consuming large portions of the 
defense budget and requiring a significant portion of time in relationship to 


those expenditures. In the Pepartment the unification of the three services 


| ied 


into one service resulted immediately in the reduction. of headquarters budget 


offices and pcrscnnei statis. What resulted was a sligntiy enlarged headaguarters 


steff. However, the overail reductions in personnel, related expenses as well 
as overhead were signi ficant.? 
The Glassco Commission feund that the Department of Naticnal Defence 
was performing a duplicated audit function. Service audit personnel, numbering 
600 with annual salaries of $2.3 million, were mainly engaged in auditing 
stores, or inventories, and the "extent of the verificetion performed goes well 
beyond what may be regarded as necessary."4 The Commission therefore recommend- 


ed that the audit service be removed from Defence to the Chief Auditor branch 


of the government. Since that reconmendation, there has been a reduction in the 
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audit function staff. However, the need to maintain some internal Defence 
related auditors exists. 

Regarding the budget dollar, the competition for resources ts no 
Longer between the three service Chiefs but between alternative means of 
carrying out the roles assigned to the armed forces by the government. The 
streamlining of the budget development process has been enhanced by the re- 
movel of the former service Chiefs and the results are more along the lines 
of programmed objectives than the individual desires of the services. There is 
still some competition between the staffs of the sea, air, and land environments 
as €o how the reles can be performed, put “this is healthy in that the review 
can follow the objective approach of Progrém Analysis of the PPRS process." 

One of the effects of unification was the grouping of the three 
services inventories together to enable [efence to purge duplications and 
obsolete matcrial from the defense system. In its report, the Glassco Commission 
noted that “armed forces possessed very lerge inventories, the estimated value 
of which ranged from $500 million to $756 million. By building up or drawing 
down these hugce quantities of material, the real cost and cash expended could 
be greater than in other departments. ''4 Effective control was lost by Parliae- 
ment. With the unification of the inventories, improved budget planning became 
& reality, for the combined inventories were better managed on a predictable 
aemand basis. Conseauently, resources that were restricted to Defence were able 
to be used for purposes other than inventory build-up. 

Another buaget recommendation made by the Glassco Commission ie cre 


,consideration of the accrual method of accounting. Budgets would be developed 


on a cost rather than cash basis with month to month evaluation to detect 
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imporCant variances. Accrual accounting would automatically reflect the vari- 
ances in the militery inventory, a danger point in the cash system. A distinc~- 
Cicn was necessary between inventory of combat consumables acquired for war 
use and those of an opereting and maintenance nature. Because of high obsoics- 
cence Of war-Like equipment, costs should be absorbed as received, while ordine 
ary operating materials and consumable supplies should be chargeable to opera- 
tions as they are withdrawn from eeee ene This would enable better management 

£ the budget dollar and would increase the effective use of the budget dollars 
available. With &@ consolidated inventory program and an accrual method of 
accounting, Defence would be able to reduce the record maintenance of its pro 
grams and more effectively project needs for the years ahead. As of this date, 
the Treasury Board, while having had government approval of the concept of 
accrual accounting, has not developed an approach for implementation within the 
present fram’ werk of the budget system. The house of Commons has Che same re» 
action as the United States Congress to accrual accounting in that they feel 


rn 
{ 
~ 


if will cause them to lose historical perspective of budget developments. They 
fear the system, and since integration and unification, they lack confidence 
and respect for it. 

The Glassco Commissicn and unification of the armed forces have 
created numerous changes within Defence and also nave created probiems. The 
results have been acceptance of concepts but not necessarily implementation. 
Often Defence has encountered internal resistance to change or to adoption of 
approved concepts and principles. According to a spokesman for the Comptrollere 


General's office, the new procedures previously discussed, particularly Pr3s, 


nave not propressed as quiciily as had been desired. PRBS was introduced in 1°67 
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but is still not totally elena The major problem remaining is that 
the commends and management structure differ from the PPBS structure in 
meeting government objectives for defense planning and budgeting, causing 
a cape? Consequently, the present budget office in Defence spends a "great 
deal of time reconciling the two objectives with the budget.” The fiscal year 
1971 budget was prepared by the logistics staff at Headquarters. However, with 
the implementation of various aspects of PPBS and responsibility center manage- 


ment, the fiscal year budget for 1972 will be developed by the commands in the 


fieid and then forwarded to headquarters for consolidation.* ‘This is a 


rh 


Significant step toward development of the recommendations proposed by the 
Glassco Commission, translated by the Treasury Board inte workable directives, 
and adopted by Defence along with its concept of unification. 

One of the concerns of an official in the office of the Comptroller- 

5 

General was ‘whether PrPS will result in savings in the long-run." They are 
currently spending more dollars than unde the three services in developing 
the unified system. The concern is that «he initial development costs will not 
be returned in long-run Savings threugh reductions of personnel and administra- 
tive reporting. At this time, it is difficult for the Comptroller-Gencral's 
office to recognize, except by prediction, the overall savings that will result 
from the implementation of PPBS. 


Under unification the budget development process called for cene- 


tralization of activites into one headquarters office. The obvious benefits 
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of having one staff instead of three have been recognized. What has been 
established is a sound nucleus of personnel with an intimate knowledge of 
policies and procedures for defense budget development and an appreciation 
of the struggles to achieve the current system. There is to be some decentrali- 
zation to the field activities under the responsibility center concept in which 
the lower Levels of commands will develop their budget estimates for base 
consolidcaticen and then submission to headquerters for total consolidation. This 
complies with the Treasury Board manual recommendations for budget development. 
There is some concern with the Comptroller-General office as to whether there 
will be greater efficiencies echieved throuch this decentralization or whether 
it will result im creation of additional staffing assignments in the field to 
develop the tudgets Chat have been completed since unification on a headquar- 
ters level! 

makle the overall defense structuss is being reduced from a per- 
sonnel stend ,ooint, there is some concern with the ComptrollereGenerel office 
that the stc:if will be too large in relationship to the reduced force 
structure. They are concerned about becoming top-heavy with senior military 
and civilian personnel. A&€ this time there appears to be no real savings since 
there are additional staff personnel under PFBS, thereby decreasing its 
immediate adventage. 

But the concent of FrBS has been stressed by Defence and despite 
some of the internal problems, it is proceeding. Where there were three sere 
vices developing their own individual demands for fund allocations, there are 
now seven major prosrams that carry explicit approval of the Minister and 


serve as approved directives to Defence for budget development, planning, and 
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control purposes. Each program is analyzed into principal components and sube 
Serene such es operational force recuirements, logistic and support forces, 

ssion training, and command and control. Each component and sub-component in 
turn is analyzed into elements, consisting of units or groups of units. Program 
elements are the basic building blocks of the system. (See Figure 8 e-=-. The 
Basic Building Block, p. 76.) The elements are priced and data is maintained 
for each element, which is then analyzed in terms of forces, equipment, finan- 
cial estimates, manpower, and other resource data. The seven major programs 
represent the overali approved military plans expressed in terms of missions 
to be accomplished in order to achieve national and internationel defense 


objectives. Future documentation will describe the inputs of forces, equipment, 
manpower and expenditures required to support programs over a five year periad.* 
The advantages of this defense program wiil be that the program will receive 
approvel in principle by the government which re them lead to a programed 
budget? 

Unification and the recommendations of the Glassco Commiasior: 
affecting the budsetary process and procedures were evaluated by the Chief of 
Defence Staff, General R. R. Sharp, as the “one solution for Canada."4 He 


went on to report that 


» » 21 Seems ricsht for a nation our size and in our circume 


stances. Buk, it doesn't follow that it would necessarily be right 
for all others. It has, of course, meant overail cués in the armed 


forces, Which no military mon nec@€ssarily wants to gee. However, 

it is working well and it certainly would have been far more diffie 
cuit tec ee ere the forces in line with the present buceet 7 
restraints if we still had three services, In this Lignt elone, 
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77 
most top management feels that unification has paid for itself. 

The cost of training is going down while efficiency is soing 

up. Losistics are better, though full autonation is probably sone 
two years away. In the operational areas of air-sea/air-land we 
nave now achieved better coordination than ever before. 

An effect that unification and the Glassco Commission did not induce 
was the budget ceiling imposed by the government to last until 1971. Some 
eritics have stated that the "fiscal restraints have affected Canadian 
participation in world militery organizations." Yet the positive aspect 
or the budget ceiline is that it has forced the Department of National Defence 
to respond with some degree of originality to budeet development to ensure that 
the objectives of the sovernment will be achieved. Originality in stretching 
the budget dollar was called for and the ComptrcllereGeneral responded. Not 
enly did the Comptroller-Ceneral have to face a politically frozen defense 
buéset, but, as Refence Minister Cadieux renorted, “our defence budset is 
suffering erosion due to inflation cach year. '!? The introduction of a unified 
budget office assisted in reducing the strain on the budget development process, 
particularly with the use of the Defence Program objectives. While some pro- 
grams had to be reduced or eliminated and larse reductions in force promulgated, 
it was evident that a centralized budget office could adequately cope with the 
changes that were being introduced. The changes occurred rapidly, often sube 
merging some of the refinements of budeet development techniques that were 
anticipated for implementation. However, postponement permitted the Comptroller- 
Generalts office to pursue other immediate programs while gaining from the _ 


delays new cquipment developments and improved procedures. To further combat 
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the costs of inflation and the reduction of available funds, the government 
began resorting to change through leaks to the press in hopes of mobilizing 


public opinion against some of the existing programs in a determined effort 


a 


to reduce defense spending. This procedure assisted Defence in reducing proe 


_} 


ba 


grams that, while appealing to nationalistic pride, i. @., the scrapping of 
the only Canadian aircraft carrier because of large cost over-eruns during an 
overhaul, were no Longer required to meet current government objectives. 

As unification becomes a working reality throughcut the armed 
forces rather than on only a headquarters level, the use of PBS in developing 
the budget for Defence will enable development of additional sub-systems that 
may lead to a Total Management Information System. The sub-system on which the 
office of th: Comptroller-General is currently working is a standardized and 


automated psy system. Other sub-systems to be developed are an automated 


=} 


personnel management information system, an automated logistics support system, 
and an automated costing system that will producc a printeout in various presenta- 
tion formats of the Defence Program in the PPBS DEOCESS Without unification, 
according to the Comptroller-Generaifs office, "it would not have been possible 

to obtain the agreement cf the three services and the Deputy Minister's office 

ta. the single approach to the maintenance and production of information systems. 


There is little question that when these systems are fully operative, the data 


on which our Defence Estimates are based will facilitate budget preparation and 


La 


submission." 


oummary 


the Royal Commission on Covernment Urganization paved the way for a 
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reeexainination of the financial management practices of all the departments of 
the Canadian government. It also provided the impetus for the Department of 
National Defence to pursue integration, a recomméndation originally Little 
noted in the Glassco Commission report. The Minister of National Defence, 
Paul Hellyer, in his White Peper on Defence proposed that the services in order 
to meet the demands of budget reductions and inflation would approach the 
solution through unification of its three armed forces into 4 single force. 
The implications of such a radical departure were many; however, in the area 
of the defense budget development process, the Glassco Commission recomnendae 
tions counled with unification resulted in structural and procedural changes. 


These changes will be evaluated in Chapter V. 





CHAPT Ie 


CONCLUSIONS 


Introducticn 


An analysis of the effects of the radical concept of integration 
and unification of the Canadian armed forces on the defense budget organization 
and budget procedures was the objective of the thesis. Intesration and 
unification did alter the course of Canadian military thinking; however, as 
pug@srescarch progressed, it became evidemt that The Royal Commission on 
Government Ocsanization was the single document that most directly promoted 
the eventual implementation of the concept. Jts recommendation of constructive 
improvements to governmentewide financial management tecmiquas in cenjunction 
with unifica sion induced significant departures from traditional budget devel- 
opment procedures within the defense establishment's budget office. Before 
studying the effects that intceration and unification as well as the Glassco 
Commission had on the Department of National Defence, the historical perspec- 
tive of intesration and unification was surveyed to establish a foundation 
for analysis. 

Thus, the basis for inteeration and unification was the Glassco 
Commission, which stimulated a re-thinking eof financial management procedures 
within the govermnent. The Minister of National Defence Paul Hellyer's White 
Faper on Defence was a direct response to the Glassco Commission recommendations. 


in Chis document, Ir. liellyer detaiied his motives for undertering 
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intecration and unification. The first motive was economic. He wanted to reduce 
overall costs to allow for increased operational efficiency. Secondly, Mr. 
Hellyer wanted to stimulate the Canadian defense industry. Other motives were 


the creation of an independent, flexible force for a changing world, national- 


fad 


stic pride, improvement cf top level decisionemaking, and provision for more 


3 


S 
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iCisxrying careers for military personnel. The overall effects of integration 


and unification were summarized hy the Chief of Defence Staff, General R. R. 
Sharp, when he stated in late 1970 


ane 
ful in healin 
service treditions. Je aiso have the advantage of being an all 
volunteer force, which means our people stay longer, beceme experts 
and highly professional. As a result, you do not need as many people. 
We are going to pare down te 82,000 but we will have &2,000 proe 
fessional career soldicrs. 


a most important elenent is that we are being successe 
the prime objections of individual morale and single 
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At the same time, General Sharp, in response to a question regarding Canada's 
involvement with ite overseas comsitments, particularly NATO, reported 
« « « we have had no indications from the government that 

there will be more withdrawals from Europe after 1972. However, 

cests are going up and we have a fixed budget at this time. Our 

equipment will be running out at the end of five years. Also we 

program our force structure on a five year basis, which will end 

in fiscal year 1975-1976. 


At that time we will be prepared to give our See 
to Parliament, and the Government will have to decide. 


There hed been some concern in some government circles regarding the reaction 
of the present government toward defense in its forthcoming White Paper. Gene 
eral Sharp has indicated it will be the government that will decide the future 
of tne Canadian Armed Forces. In discussing the possible outcomes for the ° 


future, one Source reported that “iff the Trudeau faction remains in power with 


LES apparent penchent fer creater and cremter retrenchment and a disinclination 
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toward military matters, the Canadian Armed Forces may be faced with some 
stringent years shead,'"! 

But to relieve the concerns of many within the Department of 
National Defence and within the government and opposition, the present Minister 
of Nét:icnal Defence, Donald Macdonald, in an interview with The Montreal 
Gazette on 13 April 1971, reported briefly on the status of unification, 
which will be detailed in his defense White Paper in May or June 1971. Mr. Macdonald 
feels that “the single unified service with its intergrated command structure 
has proven not only feasible, relatively economic and efficient, but in the 


2 General 


context of the 70's may be more useful than predicted in the 60's." 
Car Dye 2t the sane article, stated, regarding the old trieservice committees, 
thet "they were once the most frustrating things," but now that the defense 
staff is composed on "functional Lines with advice in depth, current operae 
Cieonal expertise is more readily available, decisions are made faster, end 
with more cooperation with civilian policies." All of the old battles about 
Capital expenditures and equipment programs, which used to be fought up te the 
Minister. are now resolved in the defense staff£, on which members from all 
elements continue to sit. 

General Sharp went on to report that there have been "substantial 
Savings as a result of unification, particularly in the reduction of triplie 
cation in locistics, communications, and training." A recent study undertaken 
by Canadian defense economists shows that the Canudian defense budget, frozen 
at $1.6 billion, would have risen to around $2.3 billion had ths three Peaoiters 


been maintained. At the same time, because of the budset freeze which will not 


be lifted until eariy 1973 and because of increasing costs of military 








ea, 








lohe Nontreal Gazette, 3 April 1971, p. 7. 


OE ES eae 





83 
equipment, the percentage of capital equipment to housekeeping operations has 
not risen te around 35% as Mr. Hellyer hed predicted. It is still around the 
237. evel! Mr. Macdonald summarized his remarks by admitting the military 
services "had to nut up with a series of shocks during the past five years, 
beginning with the intesration-unification process itself, coupled with the 
foreign policy review and its de-enmphasis on NATU commitments and the greatest 


shock of all - the budget freeze and force cutbacks." 


Canadian Financial Management Reviewed 


ns 
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ith integration and unification a reality in the Department of 
National Lefence, the thesis then concentrated on examining the financial 
management orocedures of the government. It was concluded that while financial 


contrels devctloved siowly within the framework of the government, they neverthee 
{ y 8 9 


less progressed with the demands for better manayement and control of the 


cael’ 


nation's resources. The financial management positions and the budget cycle 
have remained virtually unchanged since the early 1900's. However, The Royal 
Commission cn Government Orsenization, created in 1960 and reporting in 1963, 
expressed concern for the lack of financial control, the increased use of mane 
power, and spiralling costs of government. The Glassco Commission called for 
immediate corrective actions. The Treasury Board with the Department of 
Finance was charged with the responsibility for developing the procedures to 
be adopted by all of the departments and agencies after tne government had 
accepted the recommendations in principle. To meet the basic criteria for « 
better control, better manpower utilization, and better economies, the Treasury 


Board called for budeet development in terms of Program Budgeting and 
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and Responsibility Accounting to eliminate budget development in terms of 
Expenditures by Objectives. There was a call for decentralization of the 
budget process to ail levels within a department while at the same time ine 


creasing the accountability of all lower level managers. 


Review Of the Criginal Jnification Defence Budzet Cbjectives 


SR TA RESCH. Luereeary oA 


Thus, in 1963 the Department of National Defence was confronted 
with two significant documents that would reguire substantial alterations to 
the existing defense structure. (Une was the White Paper on Defence and the 
other was The Royal Commission on Government Organization. While every aspect 
of the internal structure of the Devartment of National Defence was affected 
by the concents esooused in these two important documents, the area of concene 
tration in the thesis was the budget office and the budget development procedures 
and processcs. First examined were the rriginai objectives of integration and 
unification and the introduction of imprceved financial management techniques. 
Organizationally, better coordination wes achieved at headauarters with the 
combining of the tri-service budset offices into a single office, the 
Comptroller-General branch. At the same time, there was a reduction in competi-«- 
tion amons the three services for budget dollars which had been directed to 
their specific services. The nucleus staff that was created, while somewhat 
larger in size than under the trieservice organizations, permitted flexible 
expansion or decreases concurrent with the overall force structures determined 
by the government. " 

With the creation of a single budset office, there was a reduction 


in overall personnel forces within the headquarters organization because the 
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three servicest hudget offices were dismantled and in effect combined on a 
reduced scale into a single office. The effects of unification were felt in 
all of the command and ficld offices of the three former services. Savings in 
military and civilian personnel were immediately realized. With the recommenda- 
tions of the Glassco Commission to reduce the audit force which was verforming 
duplicated functions for the government, there were immmediate reductions in 
force. 

The budget organization benefited initially from unification in ree 
duction of paperwork, files, and reports required to develop a budret estimate 
for submission to higher authorities for defense decisionemaking. Consequently, 
there was a more effective use of available data and a purge of unnecessary 
or duplicated information. 

Fron an organizational point of view, initially the Comptroller- 
General wouid centralize the budget activities within headquartsrs as the 
forces in the field adjusted to the demands and pressures of unification. 
However, the centralization of functions would eventually lead to compliance 
with the Treasury Board direction to decentralize to the lower levels of mane 
agement to ensure that the proper information was reaching headquarters to 
assist in more realistic budset development. . 

Within the framework of the unified defense budzet office, there 
were to have been achieved certain objectives in the area of budget development 
and procedures necessary to produce the fiscal pene ocuaee estimates. Une of 
the primary objcctives was the reduction of the sap between defense planning, 
progranming, and budsetine with that of the governnent's defense objectives 


a 


by establishing an ovcerail objective which would then be dividec into seve 


bee 


major internal irogram ubdjectives. Another budevet vrocedure to have been 
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achieved was the introduction of an integrated program data system Leading to 
a Total Management Information System in which cost data, cost control, and 
improved financial management techniques would be recognized through the 
initial adoption of PPBS. Once TFPRBS had been ieroducet then Responsibility 
Center Accounting on all levels of management could be effected. Thus, with 
better management information, there would be increased inventory control, 
better projection of needs, and better use of the available resources resulting 
in more efficient and effective budget development. It was also planned thet 
unification would reduce the time required for actual budget development. 

Cne of the other major cbjectives of unification within the budget 
office was the eventual adoption of the accrual method of accounting on a 


@éctual cost basis. 


Weaknesses in the Original Budget Objectives 


There were some weaknesses notzd in the initial objectives, both 
Organicationally and procedurally within “he budget office. Organizationally, 
the reaction to the single budget office was dismay at the size of the staff 
requixed to achieve unification. The ComptrollereGeneral was concerned that 
there be immediate dollar savings recognized. dowever, with the initial need 
for a large staff to develop a unified budget program, the reductions were 
not forthcoming. While the three services had been unified, the budget office 


cessarily gain all of the equipment necessary to achieve efficiencies 


2) 
0 


did not n 
in budzet preparation or for increased automation of the various proposed 
SS oLems. 


After the demise cf the three services, resistance to change 
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remainded and in-house fighting existed in determining which former services! 
concepts Were better or should be adopted in part as the new policy for budget 
development and organization. There was reluctance on the part of Defence to 
reduce its audit function with the reasoning that as unification progressed, the 
importance of audit would be recoenized. Should a reduction in this function be 
desired, a later termination point could be considered. 

The vroblem cf centralization and decentralization was of concern to 
the Comptroller-General, for it was determined that to permit the field commands 
to acheive the other aspects of unification, the budget would be developed 
centrally. Veccntralization would gradually, rather than immediately, evolve 
as unification progressed. 

As far as budget development and procedures were concerned, there 
were noticeable weaknesses in the original objectives of unification ani from 
the Treasury Board direction and Glassco Commission recommendations. The gap 
between Derence and government objectives still existed, causing disparity in 
the development and effective use of the budget dollar. At the beginning of 1970, 
the budget office had failed to fully adopt Proeram Objectives as the means of 
preparing the budget. 

PYBS created numerous problems for the ComptrollereGeneral. With 
the gap existing between defense and government objectives, there was no long- 
term planning or review on a continual basis. This created probelms with budget 
development, causing much time to be spent in reconciliation. Not enough data 
was being accumulated at headquarters to permit effective decision-making rte 
garding budget programs. The system lacked the desired flexibility for adjust= 


ment to changes caused by the existing objective gaps. Initial slowness was 
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recognized by the Comptroller-General in the implementation of PPBS. Consee 
quently, the move toward a Total Management Information System was slowed. 

With target dates in resthinking and restructuring budset develop- 
ment procedures delayed through tack of implementation of priority programs, 
little consideration was given to adoption of the accrual method of accounting. 
AC the same time, the Comptroller-Ceneral questioned whether there were greater 
efficiencies and economies being realized in his department. However, at the 
end of 1970 with the complete implementation of FPBS about to become a reality, 
a staff member of the office of the Comptroller-General expressed concern 
about what effect a revision of the overall government budget cycle would have 


on the internal defense budget cycle. 
Mogi fications Go the Uni ginal ese: Obteciives 


The office of the Comptroller-G nerai recognized that there vere 
weaknesses in the budget development system as the office moved toward unifica«- 
tion of the forces and policies. Consequently, there has been continued impreve- 
ment in the headquarters office to reduce personnel as various programs are 
implemented and new equipment is purchased. In the longerun, savings in 
personnel, equipment, and time will be recognized. 

Increasing automation will reduce record and file maintenance while 
providing improved data to assist in implementation of management information 
systems. The budget office is readying the adoption of various systems to 
Simplify the development of future budgets. With the frozen budget ceiling 
there has been greater emphasis cn coordination of government and defense 


objectives to project and develop budgets along program lines. More data is 
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being provided that enables better decision-making in budget development. The 
adoption of the budget preparation procedures directed by the Treasury Board 
is underway and will resuit in more decentralization of the headquarters 
office. 

Thus, according to the office of the Comptroller-General 

« »« « 1€ can be said that integration and unification have 

removed the intereservice competition and together with the intro- 
duction of Planning, frogramming, and Budgeting System within the 
framework of one Defence Program, has put the competition for 
resources on a more comprehensive and total systems approach relating 
Objectives to Forces, Forces to Tasks, Tasks to Resources and 
Resources to Costs, thereby greatly enhancing Defence budgeting. 

What the thesis appears to have proved is that a concept of 
integration and unification of an armed forces into a single force structure 
can be effective for a particular nation facing internal and financial pres- 
Sures Similar to Canada. From the point of observation of the budget office of 
the Canadian Armed rorces, it can be stated that greater efficiencies and 
economies of personnel, dollars, and time in organization and procedural 


development of a defense budget can be and are being achieved as the unified 


system matures with experience and time. 


Areas for Fusther Study 


The applicability of the Canadian concept to armed forces of other 
mations with similar problens would provide for a challenging and useful 
comparative study. At the same time, the pursuit of various aspects of the 
Canadian experience may be adaptable to certain areas of a large defense 
structure, such as the United States Department of Defense. 


However, further study of the Canadian experience should be delayed 


et 2 ee 
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until the forthcoming White raver _on Defence is issued in May or June 1971. 
Then the emisiting system should be analyzed in terms of what is proposed for 
the defense structure in future years. 

The Department of National Defence budget office and its budget 
development procedures should be examined from time to time to evaluate the 
effectiveness of the adoption of a working PPBS, to study the benefits to be 
derived from the Total Management Information System, and to examine the 
automated personnel management and pay systems when they become operational. 
The budget office, after further reductions in its personnel structure and 
with the addition of new equipment and techniques, will be an areas for 
Be ued study. The most singular positive aspect of the Defence budget office 
has been its: ability to closely examine itself, to discern its wealinesses, and 
then to undertake every effort to correct its deficiencies to provide for 
better coorlination, more effective use of manpower, and the achievement of 


greater economies for the Department of Nationai Defence. 
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